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THE CAPITAL ECONOMY 


The subtitle: 


“The Journal of Capital Management” has been 


adopted to signify creation of the only journalism in this country devoted 
to the basic and mutual interests of institutional investors and private 


enterprise. 


It is our earnest endeavor to promote editorially the 


most efficient war economy and assist in the preparation for post-war 
readjustments of the private capital system.—Editor’s Note. 


LABOR MOBILIZATION — The two 
limiting factors on expansion of war 
production (including the construction 
of transport) are manpower and raw 
material supplies. With the appointment 
of the War Manpower Commission 
headed by Paul McNutt of Indiana, a 
major step has been taken toward class- 
ification for mobilization of needed skills 
and services. The most effective opera- 
tion of a war economy requires that each 
man should be doing the work for which 
he is best equipped and which will be 
most useful to the war effort, without 
unnecessarily disrupting the business 
organization on which it is imposed and 
on which depend jobs after demobiliza- 
tion. 


There has already been a shift of some 
seven and a half million workers to war 
industries and this number will be 
doubled by the end of the year. The 
severity of labor shortages is evident 
from reports of many trades that there 
is only one worker available for every 
twenty to fifty jobs to be done. There- 
fore, the number one problem facing this 
Commission is to increase the supply of 
workers for war industry. This may 
be done in several ways, but, undoubted- 
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ly, the most important will be through 
training and retraining programs. The 
workers to be trained include those to 
be diverted from civilian production, 
(both full-time and part-time) older men 
and women who are not now working, 
as well as the unemployed. The number 
available may be increased somewhat if 
the various make-work rules adopted 
by many unions were suspended and 
the 48 hour work week adopted. A 
second problem is the prevention of job 
shifts which have been characteristic of 
industries competing with each other in 
wages at the expense of the taxpayers! 
The labor turnover and absenteeism at- 
tending such shifts tend to disrupt the 
production schedule, flow, quality and 
output. It may be necessary as the 
problem becomes more acute to limit 
employment in war industries to labor 
secured through National Employment 
Exchanges and then prohibit the employ- 
ment by one war industry of workers al- 
ready employed in another. 


The third problem which calls for im- 
mediate action is a clarification of the 
relationship of manpower mobilization to 
the selective service system. Many com- 
panies refuse to employ workers who may 
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be subject to the draft even though they 
will not be called until some indefinite 
time in the future. This situation re- 
sults in the loss of working time which 
could be secured before these individuals 
are called into the Army. In many in- 
stances, too, people who could be more 
valuable in our armaments industries do 
not have an opportunity to demonstrate 
their ability, with the consequent adverse 
effect upon the war effort. 

A fourth problem is to bring together 
more effectively the supply and demand 
for labor. Many persons who are eager 
and able to work in war plants find it 
very difficult to secure placements be- 
cause of lack of knowledge as to where 
jobs are located. Attention should also 
be devoted to the problem of discrimina- 
tion. There are still many plants in 
which racial and religious barriers have 
been thrown up against large sectors of 
the population. This has been particu- 
larly true in connection with negroes. 
The effectiveness with which these prob- 
lems are handled will play an important 
role in determining the limits of our war 
production and the speed with which 
they are attained. Too much time has 
already been lost. The new Commission 
has the opportunity to make a construc- 
tive contribution by correcting bottle- 
necks first, and by opening opportunities 
for service, before turning to compulsion 
and regimentation. 


CONCENTRATION OF PRODUC- 
TION—As industry after industry is 
affected by the growing shortages of 
many materials and the consequent im- 
position of Limitation Orders by the War 
Production Board, part time operation is 
becoming a more frequent phenomenon. 
Shortages of labor will also increase with 
the current draft. While partial opera- 
tion occurs frequently in peace time, 
especially during depressions, it is a 
“luxury” that we cannot afford in war 
time. When the plants in an industry 
operate at less than capacity, there is a 
large waste in manpower and in plant 
and equipment which are only partly util- 
ized. This problem has been met in Eng- 
land by the “Concentration of Produc- 
tion” scheme adopted about a year ago, 
an adaptation of which we may expect 
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here soon. Production is concentrated 
in a few plants known as nucleus plants, 
thus releasing part time workers for 
work in war—or essential civilian plants. 
The various devices used to effect this 
concentration have included: mergers, 
transfer of quotas, special compensation 
to closed plants, pooling, and agency 
agreements (closed plants continue to 
act as selling agents). Wherever pos- 
sible the nucleus plants have been located 
in areas having little war work in order 
to obviate the necessity for large scale 
shifts of labor from one locality to an- 
other; unemployed workers in war pro- 
duction areas can shift easily. It is 
sometimes also a way to ameliorate con- 
gestion in housing, power, transport, and 
other local problems. It has been esti- 
mated that by the end of 1941, about 
150,000 persons had been released for 
war work in Britain and that 50 million 
square feet of floor space had been made 
available; one third for production and 
the balance for storage. Many difficul- 
ties have arisen and hence a variety of 
schemes have had to be adopted to suit 
the peculiar needs of the individual in- 
dustries affected. As our war effort rap- 
idly absorbs the available slack in em- 
ployment and plant space, increasing at- 
tention should be given to the feasability 
of a similar plan in this country to effect 
the maximum diversion from civilian to 
war work. 


LABOR - MANAGEMENT COMMIT- 
TEES—A few weeks ago when officials 
of the War Production Board, Army, 
Navy, Maritime Commission and other 
governmental agencies concerned with 
war production first drafted plans for an 
all-out production drive which embraced 
a national system of labor-management 
committees there came two protests: 

“Donald Nelson’s sovietizing American 
industry !” 

“The government’s approving the Mur- 
ray plan!” 

And today, with the Nelson plan in 
operation and labor-management commit- 
tees smoothing and speeding production 
in hundreds of plants, the same objec- 
tions are still raised. Formal protests 
have been infrequent, but there have been 
many management’s failures to cooperate 
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in acceptance of the plan. But the suc- 
cesses of the plan and the apparent deter- 
mination of WPB to compel compliance 
on the part of all industry concerned with 
war production indicate that labor-man- 
agement cooperation is to have an im- 
portant effect upon the national economy 
during the war period and long after. 
Labor-management cooperation—its suc- 
cess or failure and the degree in which 
it is continued in the post-War period— 
may indirectly set the prices that con- 
sumers will pay for products, dictate 
profits and determine dividends. In- 
vestors have a big stake in labor rela- 
tions. 


Broadly speaking there is nothing new 
in labor-management cooperation and the 
other devices for speeding production 
proposed under the Nelson plan. But 
the magnitude of the program is new. 
For the first time all industry is being 
asked—if not forced—to accept the best, 
time-proven employer-employee relations 
practices successfully used by many scat- 
tered companies for years. From the 
time that the first factory owners exacted 
the last bit of toil from grossly under- 


paid workers and the first factory work- 
ers threw sabots in job-destroying looms, 
there have always existed liberal em- 
ployers and principled employees who 
moved toward each other with a real- 
ization of common longer-range objec- 
tives—production, profits and wages. 


In contemporary times management- 
labor cooperation has been manifested in 
many forms. The Pennsylvania plan 
after World War I set the precedent for 
a series of employee-representation pro- 
grams which, although designed in many 
tracts and settlement of grievances a 
trade unions, did accept the principle of 
cooperation between employers and em- 
ployees. The “junior director” plan has 
had its support. And actually in the 
routine negotiation of trade union con- 
tracts and settlement of grievances a 
measure of management-labor coopera- 
tion is seen. A difference between pre- 
vious forms of management-labor coop- 
eration and the form proposed by WPB 
is conceivably this: that in the past man- 
agement has said “‘Let’s let labor think 
that it is accepted as an equal.” Today 
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management is told to say, “Let’s accept 
labor as an equal.” 

But what are the joint committees of 
labor and management within plants to 
do? The committees have just one job 
—to speed production. The precise de- 
vices used are many but fall into several 
categories: conservation of materials, 
manpower and time; increased interest 
of the individual worker in his job; util- 
ization of worker skill and ingenuity; 
and incentives for increased production. 
There are few companies that have failed 
in the past to conduct periodic conserva- 
tion and salvage campaigns, and safety 
and health drives. Every salesman is 
familiar with production drives—posters, 
slogans, bronze - silver - and - gold pins. 
Some variation of the suggestion box is 
found in nearly every plant. What com- 
pany employees’ magazine fails to at- 
tempt to win the interest and loyalty of 
employees? But in all of these devices * 
long used by industrial management it 
is management ordering, management 
praising, management benevolently giv- 
ing, management asking. Now manage- 
ment and labor together are—as “‘we”’— 
ordering, praising, giving, asking, re- 
warding. Perhaps the experiences of one 
large company, employing some 5,000 
workers in three plants, should be cited. 
In this company, operating with union- 
management committees for more than 
a year before the Nelson plan was put 
into effect, both plant and individual out- 
put have steadily increased; spoilage and 
waste has been cut; new processes and 
techniques have been developed by em- 
ployees saving the company thousands of 
dollars; priority rulings that permitted 
the continued operation of the company 
pending full conversion to war produc- 
tion were obtained by joint union-man- 
agement appeal to the government; and 
several supervisory employees fired upon 
the exposure by the union of payroll and 
petty loan practices that were defraud- 
ing the company and its employees. And 
all of this was accomplished without any 
increase in base wages or loss of produc- 
tive time by participating employees! 

The inherent fear of management— 
that through these committees, labor will 
seek to exercise greater authority in 
management or encroach on its prerog- 
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atives—is more than just a bugaboo. 
Months of regular meetings on an equal 
basis with management will undoubtedly 
give employee representatives a desire 
to have a greater voice in industrial pol- 
icies generally. But those same meet- 
ings will give the representatives of labor 
a greater knowledge and understanding 
of the problems of management and in- 
dustry. It is conceivable that the plan, 
certainly in the post war period adjust- 
ment, should be broadened to include rep- 
resentatives of the body of stockholders. 
But when America returns to peace, in 
what companies will employees most 
readily accept those painful readjust- 
ments of reconstruction? Will lay-offs 
and wage cuts be negotiated by labor and 
management committees long familiar 
with each other’s problems, or will there 
be a new era of strikes and protests and 
hunger marches and near-revolution? 
Kirk Earnshaw 
Labor Editor, Modern Industry 


$25,000 A YEAR—The proposal by 
the President to tax away all over 


$25,000 a year income seems to the aver- 
age citizen to impose no great hardship, 
and to be quite in line with the prin- 


ciples of “democracy.” Few object vio- 
lently because few are making that 
much, or expect to or even have enough 
ambition to want to try. But it is a 
dangerous door to open, for progressive- 
ly the same arguments hold for reduc- 
ing to $15,000, to $5,000 and finally to 
a dead-level average that removes at least 
one strong incentive to working, creat- 
ing, serving and saving. 


There are two significant issues raised 
by such a proposal: First, it leads one 
to question whether war revenue or so- 
cial “reform” is the chief objective, for 
it is a far smaller drop-in-the-bucket of 
taxes than the savings which Senator 
Byrd’s and other able committees have 
shown could be made in non-essential 
federal expenditures alone. Russia tried 
such an experiment, and found it unten- 
able; in another way, Germany is doing 
it now (excepting the political favor- 
ites, of course). We can never repay, at 
any limit, the contributions to our lives, 
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and today to our protection, of such men 
as Eastman, the duPonts, Carnegie, 
Woolworth, Firestone, Ford, the Fishers, 
Stanford and a host of other “capital- 
ists.” 


The second issue is that of “ability to 
pay”—a cardinal principle of taxation, 
yesterday and today. Most men think 
of being handed $25,000, while they are 
living on a $2,500 scale—and just making 
ends meet. Surplus: $22,500. But tax 
policy makers have failed to recognize 
that most people quickly adjust their liv- 
ing standards—and thus costs—to their 
incomes. Larger houses mean larger 
property taxes, more servants, probably 
more mortgage interest, and higher 
prices for every service (medical, up- 
keep, etc.) and higher contributions to 
church and charity. It is one thing to 
turn a yacht over to the government; 
quite another to give up a house, which 
cannot be sold because no one else has 
the income to live there. Local revenues 
are reduced, and savings banks, trust and 
insurance companies, charities and all 
foundations holding mortgages on such 
properties are forced to foreclose, tak- 
ing an empty house instead of income, 
and with little chance to recoup prin- 
cipal for the people whose savings are 
invested. Adjustment of individual in- 
come downward is hard, often tragic, 
and sacrifices of war, following after a 
ten-year depression period, have squeezed 
about all the “surplus” cash for saving 
out of the former members of the mid- 
dle and upper income groups. 


Less disrupting all around, and more 
just, would be a substantial deferment 
until after the war of increases in in- 
come returns for those above subsistence 
levels. It is possibly proper that society 
ask those whom it has assisted by relief 
and government non-liquidating works 
projects in the past, to pay practically 
100% in tax and deferred income pur- 
chase of bonds of their increased real 
income. If a realistic program of ra- 
tioning at the source, viz. of increased 
income, could be accepted politically, and 
added to a stiff tax program with some 
post-war repayment, the price control 
and product rationing problems would 
be greatly mitigated. 
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WASTE IN RATIONING—The first 
registration for general rationing has 
now been completed, and the first ration 
book issued, containing one set of cou- 
pons to be used initially for sugar. It has 
been suggested that later these same cou- 
pons may be used for other products. 
Such a method would result in great in- 
convenience to the customer, especially 
when the rationed products are not sold 
in the same stores or would not ordinar- 
ily be bought simultaneously. Thus, it 
will probably become necessary to issue 
additional books to meet special situa- 
tions, as they arise. This could have been 
avoided had we taken advantage of the 
British experience; it can still be miti- 
gated by quick action. 


Immediately after the declaration of 
war in 1939, there was a National Regis- 
tration for the entire population of Bri- 
tain. Every person was given a ration 
book. Special types of books were issued 
for children, seamen, travelers, men in 
the armed forces on leave, etc. These 
books contained separate pages of cou- 
pons for each of several products, and 
extra pages designated as spare “A”, 
spare “B”’, and spare “C”. As it became 
necessary to ration additional foods, the 
government simply announced which 
coupons were to be used. Consumers 
must register with retailers for most of 
the rationed products. Moreover, recog- 
nizing that in many instances the ration 
might not be conveniently purchased, 
ration coupons may be used before and 
after the designated period, thus giving 
‘a degree of flexibility to the scheme. 


We should provide similar flexibility 
in connection with our own rationing of 
food products. Rationing will be ex- 
tended to more and more products, espec- 
ially in light of the general price ceiling 
plan, transportation difficulties, etc. and 
this initial mistake of issuing a single 
set of coupons must be rectified to avoid 
burdening the consumer — and retailer 
and government—with many documents, 
a great deal of inconvenience and ex- 
pense. Although registration with par- 
ticular retail- 
ers is not yet 
required, it 
seems certain — ~ 


IF | HAD SOME MONEY “= 
iD HAVE SOME HAM 'N EG6S 
IF | HAD SOME RATION STAMPS. 
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that as rationing is extended this too 
will become necessary. When that 
stage is reached, instead of using de- 
tachable stamps, as in the present 
book, provision can be made to cancel 
ration coupons by means of a rubber 
stamp; thus reducing the amount of 
paper work to which the retailer and his 
suppliers will be subject. In such cases 
the supplies obtained by each retailer 
would be determined by the total number 
of customers registered with him and 
the size of ration for each customer. Ra- 
tioning in war time is the Siamese twin 
of price control. However, every effort 
must be made to reduce the attending 
paper work and inconvenience to a min- 
imum. 


CREDIT AND DEBT REDUCTION— 
Point 7 in the President’s anti-inflation 
program called for a further reduction 
in installment credit and encouragement 
of debt repayment. The Federal Reserve 
Board has since further tightened the 
restrictions on installment credit so that 
now one-third down must be paid for 
most goods, with the purchaser having 
twelve months in which to repay the bal- 
ance. The limits are similar to those 
adopted in Canada late last year. To 
prevent evasion through the use of 
charge accounts the Board has also 
brought these under control. Even with- 
out the new controls, it seems certain 
that the total volume of installment cred- 
it would have been sharply curtailed, 
since the major portion of such credit 
was formerly created in connection with 
the sale of automobiles and various types 
of electrical equipment drastically cur- 
tailed by restrictions on output imposed 
by the WPB. 


The effect of debt repayments upon the 
total volume of outstanding credit and 
in stimulating the purchase of govern- 
ment bonds may easily be exaggerated. 
If corporations repay their outstanding 
debt, there would be a transfer of pur- 
chasing power to bondholders thus in- 
creasing rather than decreasing the pres- 
sure for an inflationary price rise, unless 
such security holders used the entire pro- 
ceeds to buy government bonds. Insti- 
tutional holders of such securities would 
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tend to substitute government securities 
for those called. If individuals repay 
their debts to other individuals or to 
institutions, such as savings banks or 
life insurance companies, the effective- 
ness of reducing the inflationary pres- 
sure would depend upon whether such 
funds would otherwise have been spent. 
If these funds would have been saved, 
the net effect is to have the institution 
instead of the individual buy government 
securities. It is only if the individual 
actually reduces current spending or fails 
to use part of his current income for 
spending and the creditor does likewise, 
that inflationary pressure would be re- 
duced. Substantial repayments by those 
in the $2,000-$10,000 income group seem 
unlikely since they have not benefitted 
significantly by income increases while 
they have been squeezed between rising 
prices and higher taxes. Thus, the in- 
stallment credit regulations and the debt 
reduction proposal are likely to play only 
a minor role in the anti-inflation pro- 
gram. 


Summary Table 
of New Capital Issues 
(except government securities) 
in the United Kingdom 
(£1,000,000) 


(Compiled by the Midland Bank 
Limited) 


Ebbott Heads R. C. B. 


At the 31st annual convention of the As- 
sociation of Reserve City Bankers, held at 
Hershey, Pa., Percy J. Ebbott, vice presi- 
dent of the Chase National Bank, New York, 
was elected president. 

John S. Broeksmit, vice president of the 
Harris Trust and Savings Bank, Chicago, 
was elected vice president as successor to 
Harris C. Kirk of the American Trust Com- 
pany of San Francisco. 
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Why Not “Victory Budgets”? 


To increase the amount of money avail- 
able for capital savings and to decrease ex- 
penditures for non-essentials, each family 
in the country should try to operate under 
a “Victory Budget” for the duration. 

Banks and life insurance companies in 
cooperation with the proper Governmental 
Agency, could immediately institute an ac- 
tive campaign of Family Budget education 
as one basically important step in the war 
effort. This would aid and supplement the 
activities of the War Savings Staff of the 
Treasury Department as well as other Gov- 
ernmental Agencies interested in reducing 
consumer demand for non-essentials. Such 
education would possess a continuing effect 
on families in that their finances will be 
maintained on a sounder basis after the war. 

Such a campaign, conducted in terms un- 
derstandable by families in the lowest in- 
come groups, would require budget forms 
prepared for family situations measured by 
amounts of income and numbers of depen- 
dents. Percentages of family income could 
be allocated to the various items comprising 
total family expenditures and savings. 

These budget forms could be distributed 
through banks and life insurance compan- 
ies, which could make themselves available 
to the public for further information on es- 
tablishing “Victory Budgets” and for guid- 
ance in their proper maintenance. 

The general public can only become “Vic- 
tory Budget” conscious in the real sense by 
actually operating such budgets. The ex- 
perience and information in the hands of a 
number of public charitable foundations, 
life insurance companies, the Social Secur- 
ity Board, and other Governmental Agen- 
cies could be effectively used in this Cam- 
paign. The Treasury Department has urged 
that 10% of income be invested in War 
Savings Bonds. If this objective is to be 
accomplished voluntarily, it is necessary 
that the problem be attacked at its source 
—the family budget of income and expen- 
ditures. People must be shown in a prac- 
tical manner that a greater part of their 
income can be allocated to capital savings 
for investment in War Savings Bonds. 

At its inception this Campaign probably 
would have only indirect effect on the stated 
objectives, but the power of its cumulative 
effects could be of great importance. It is 
a stone in the foundation on which must be 
built a system of war finance that will not 
topple and one in which individual contribu- 


tion is on a voluntary basis. 
HENRY S. KOSTER, Director, Estate Analysis: 
Co., New York. 
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Banker, Politician & Co. 


Production Multipliers, Not Wealth Dividers, 
Make America Strong 


R. PERRY SHORTS 
President, Second National Bank and Trust Company of Saginaw, Michigan 


At a recent study conference of the Michigan Bankers Association 


held at the University of Michigan, Mr. Shorts acted as Chairman. 


While 


he spoke without manuscript, his remarks on the investment policies of 
banks and trust companies were published by the University and are of 


interest to all investors. 


The following article was prepared for Trusts 


and Estates to promote teamwork in the economic as well as military 
protection of America.—Editor’s Note. 


N the old days every banker had in 

constant training in his Credit De- 
partment a considerable number of 
young men. He taught them how to 
read and understand corporation 
balance sheets and operating state- 
ments—all to the end that they 
might ultimately develop into good 
loaning officers. As a result, in 
most big banks today we find almost 
as many vice presidents as adding 
machines—and these vice presidents 
are especially trained as loaning of- 
ficers. In fact, most of the good 
loans are made by the vice presidents 
and most of the bad ones by the 
president. 

During the last ten years the whole 
picture has changed so that now the 
banker needs fewer credit men and more 
bond investment men—and this situation 
will continue until business men get in 
the market for commercial loans. To 
substantiate the truth of the above state- 
ments—ten years ago our bank had 52% 
of its resources in loans and discounts, 
and today it only has 17%; ten years ago 
it had only 29% of its resources in bonds, 
and today it has over 50%. 

Every banker should have some defin- 
ite rules to govern his bond investment 
policies. If his deposits are largely 
“time,” he can, of course, buy longer 
bonds than if his deposits are all “de- 
mand.” On the other hand, if his depos- 


its are 50% “time” and 50% “demand” 
then he should follow a different rule in 
bond investments. Even a banker should 
use his “head” now and then. 


Reserve Preparation 


UT no matter what the character of 

a banker’s deposits may be, or the 
general conditions applying to the trust 
accounts under his direction, his first rule 
should be to buy high quality securities 
only. A banker should never buy a bond 
with the idea of making a profit on it, 
but, on the other hand, if the market on 
bonds goes out of sight (as it frequently 
has during the past few years) I think 
he should take out at least a large por- 
tion of these unexpected profits and put 
them in his reserve accounts to off-set 
possible future market losses. 

You never lose taking profits of this 
kind—but don’t pay any dividends out 
of them. Market slumps are always 
“just around the corner” and if history 
repeats itself, I anticipate that many 
AAA long term, low coupon bonds will 
drop from twenty to twenty-five points 
before they mature—and every banker 
should be prepared to meet this situation. 
When the war broke out in September, 
1939, long governments went off nine to 
ten points, high-grade utilities and corpo- 
ration bonds did the same thing—and 
some AAA long term State bonds 
dropped as much as twenty points. When 
this sudden and unexpected thing hap- 
pened I thought of an epitaph I once read 
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in a New England church yard—-“John 
Williams, Born 1837, Died 1863—I knew 
it was coming sometime but I didn’t ex- 
pect it so soon.” “Too little and too late” 


is bad policy for financial reserves too. 


The Shorts and the Longs 


BANKER should not buy bonds un- 
less he is able to carry them through 
to maturity, if necessary, regardless of 
market fluctuations—and he should never 
buy anything but high quality bonds un- 
less he likes to lie awake nights. I ama 
great believer in buying bonds on a 
maturity schedule. Substantial annual 
maturities put a banker in position to 
meet unexpected demands of depositors 
and also to pick up good commercial loans 
at increased interest rates when they 
come along. Under this plan if interest 
rates on commercial loans go up, a bank- 
er will have plenty of money on hand to 
pick them up without being forced to sell 
his long term bonds at a possible loss. 
Bond maturity schedules should, of 
course, be governed by the character of 
the deposits—whether “time” or “de- 
mand.” At the present time, the twelve 
largest New York City banks, whose de- 
posits are practically all “demand” in 
character, have approximately 3614% of 
their total assets invested in government 
bonds—about 56144% of which are due 
within five years, 2314% from five to ten 
years, and about 2014% over ten years. 
If, however, a bank has approximately 
half of its deposits “time” in character 
and the other half “demand” in char- 
acter, a reasonably safe maturity sched- 
ule would run approximately 33%% 
“short”, 3344% “medium,” and 334% 
“long.” But in all cases the conserva- 
tive banker’ will, of course, always carry 
large cash balances in his asset accounts. 


No Political Ratings 


ANY highly rated bonds have sud- 

denly been turned into third class 
securities solely by the maneuvers of 
politicians—and no investment rating 
bureau has even yet been able to proper- 
ly rate a politician. They all sound like 
AAA risks when running for election— 
but nine out of ten look like “headaches” 
when they start legislating. City of 
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Montreal bonds nearly defaulted a short 
time ago (and gave the holders an awful 
scare) simply because the local politi- 
cians did not make necessary financial 
arrangements for bond service. And 
how could anyone buying public utility 
bonds in the southeastern section of the 
country fifteen years ago have foreseen 
the organization of TVA, a political 
agency which is now in direct competi- 
tion with them? A corporation may be 
AAA today but the politicians can ruin 
it tomorrow by unsound legislation, tax- 
wise or otherwise. 

Rating bureaus are doing a fine job in 
rating the quality of securities as they 
appear today—but they don’t attempt to 
tell you what is going to happen tomor- 
row. Every banker should build up very 
heavy bond maturity schedules for elec- 
tion years—for, believe it or not, election 
years have generally been the turning 
points in the prosperities and depressions 
of our country. 

The banks are now full of money for 
investment in business enterprise and 
this money will be invested when, as, and 
if the government can restore the con- 
fidence of the investing public. All these 
investors want to know is that the in- 
creased cost of material and labor on the 
one hand and the increased taxes on the 
other will be stopped at a point where 
there will be some profit left for the man 
who owns the business. Such _ invest- 
ments, even where they replace other 
money, will free funds for creative en- 
trepreneurial development. 


Good American Business Stock 


MERICAN business is a strong in- 

stitution and can take a lot of pun- 
ishment and still keep going—that is why 
we still have hope. Why, do you know 
that in spite of the 15 depressions of the 
last fifty years, there are scores of won- 
derful corporations that have kept right 
on sawing wood and building up Amer- 
ica? For example, the Pennsylvania 
Salt Manufacturing Company has paid 
dividends continuously and without a 
break since 1863; Sherwin Williams for 
44 years; General Electric for 43 years; 
American Telephone and Telegraph for 
42 years; Eastman Kodak for 40 years; 
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When You Need a Chicago Fiduciary 


The Trust Department of this bank is a complete 
and fully integrated organization equipped in every 
way to co-operate with the attorneys and Trust 
Companies of other states in matters requiring the 


services of a Chicago fiduciary. 


AMERICAN NATIONAL BANK 


AND TRUST COMPANY 
OF CHICAGO 





and our own Parke, Davis since 1878 (64 
years)—and there are similar cases 
wherever you look. Compare the con- 
structive work these corporations have 
done in the up-building of our country 
with the work of those politicians who 
are continually attacking them—and then 
decide “Who’s Who in America.” 

It takes $4,000 capital to equip a job 
for one factory worker. In 1928 about 
75% of all new capital was invested in 
private enterprise—whereas in 1938, just 
10 years later, about 80% went into gov- 
ernmental expenditures. This can mean 
only one thing: the government gets 
richer and stronger and the people get 
poorer and weaker—and that is just what 
many politicians want,—but it is “bad 
news” for every man who has to work for 
a living. 

Business men are adders and multi- 
pliers. They make more goods, more 
jobs, more prosperity for all the people. 
Most politicians are subtracters and 
dividers. They produce no new wealth 


so, AT WASHINGTON 


and yet “share-the-wealth” has been their 
slogan for 3,000 years. The average 
business man is not for and he is not 
against either Democrats, New Dealers, 
or Republicans. He is for sound gov- 
ernment and against unsound govern- 
ment. He doesn’t believe in laws which 
benefit one class and penalize another, 
nor in practices that line one class 
against another, and he is against all 
politicians who play Santa Claus with 
other people’s money. He knows how 
hard it is to make money, and he is 
against any government that wastes it. 


Healthy Business—Healthy Country 


E knows that the true welfare of 

the country rests on economic 
grounds; that when business prospers, 
everybody prospers; that that country is 
the best governed wherein the govern- 
ment itself plays the smallest part. He 
knows that any law that hurts business, 
hurts everybody—for everybody who 
works for a living is in business whether 
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he knows it or not. He knows that in 
many corporations today the government 
gets more in taxes than the owners get 
in dividends—and that is all wrong (ex- 
cepting, of course, in time of war). He 
knows that wages could be much higher 
if the cost of government were less—and 
yet the politicians lead laboring men to 
believe that these high taxes are being 
paid by the “Boss.” He also knows that 
the government itself never gives any 
man a permanent political job. 

And above all, he knows that the best 
friend of the common people is not the 
politician, nor the government, but rather 
the business men of our country whose 
success or failure casts a profound in- 
fluence upon every job, every home, every 
school, and every community in the whole 
United States. Bankrupt business and 
you bankrupt everybody—including the 
government. 


These war times are serious times in- 
deed—the very future of our country is 
at stake. And so, we business men 
should get into the fight and help deter- 
mine where we are and where we are 
going. It takes no “Daniel” to read the 
handwriting on the wall today. It is so 
plain that even “he who runs may read” 
that it is time to call a halt to “politics 
as usual’—either in the government or 
in business life—while we still have 
something worth fighting for, and direct 
the sole efforts of our people to winning 
the war. 

There are many able men in gov- 
ernment—true servants of all the peo- 
ple’s best interests who weigh their re- 
sponsibilities fairly and keep balance be- 
tween short and long range objectives. 
To such men we all owe our most loyal, 
active support. 

Let us, then, do our full part in this 
great and patriotic effort to bring eco- 
nomics and politics into constructive ac- 
cord. Let us put our patriotism above 
everything else—and do it now. How 
can we serve our country better in this 
hour of trial? 


A booklet on the powers, duties and re- 
sponsibilities of bank directors has been 
issued by the Bank Commissioner of Okla- 


homa. Copies may be had on request. 
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How Banks Help Rationing 


“In addition to the other multifarious 
duties which the banks have undertaken in 
connection with the war effort, we have re- 
cently agreed to operate an entirely new 
service of a somewhat novel character. Un- 
der the Consumer Rationing Order, 1941, 
the public have to surrender coupons for all 
purchases of clothing and footwear, and 
these coupons have to be passed back from 
the shops through all the various branches 
of the trade—the wholesaler, the maker-up, 
the manufacturer—before each in turn can 
replenish his stocks. 


“When one considers that at 66 coupons a 
year per head of population an issue of 
close on three thousand million coupons is 
involved, which at present have to be count- 
ed and checked three or four times on their 
journey from the ration-books of the public 
to the textile mill or the tannery, one can 
appreciate the amount of labor involved in 
the mere handling. 


“The scheme which has been evolved and 
which it is hoped shortly to bring into oper- 
ation will greatly facilitate the transfer of 
coupons between traders by reducing to a 
minimum the irksome labor of counting and 
recounting the coupons and by obviating 
disputes and claims for coupons lost, stolen, 
or destroyed. The coupons themselves will, 
in fact, only pass from the retailer to his 
banker and thereafter will be replaced by 
certified transfer orders. The banks will 
operate for every trader affected by the 
Order a separate account in which the cur- 
rency will not be pounds. I need hardly 
say that no overdrafts on these coupon ac- 
counts will be permitted.” 


Lord Wardington, 
Ltd., London. 


Chairman of Lloyd’s Bank 


SS 


“Tax-Phobia” 


The prevalent pessimistic commentary 
concerning the effect of taxes on security 
values has been challenged by Strauss 
Brothers, New York security dealers, in 
their current bulletin entitled “Tax-Phobia,” 
which states that these opinionated com- 
mentaries have been based on rash gener- 
alizations. The bulletin continues that it 
is far preferable to accept heavy taxation 
as a corollary to victory, to consider the 
problem of the individual in meeting this 
heavy imposition, and to suggest how in- 
come can be increased to meet these heavy 
taxes. 
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Inflation Control and the General Ceiling Plan 


Stronger Fiscal Policy Needed for Success 


JULES BACKMAN 
New York University, School of Commerce, Accounts and Finance 


NY successful program to control in- 

flation must be directed at the causes 
of war time price rises, the most impor- 
tant of which have been the huge mili- 
tary expenditures, farm policy and wage 
policy. One of the chief heritages of 
World War I has been a strong aversion 
against price inflaton and a determina- 
tion that there will be no repetition of 
that evil during or following the current 
conflict. Although many steps already 
had been taken to combat price inflation, 
the opening of the “all out” campaign 
was signaled by the President’s message 
to Congress on April 27th. The seven 
point program advanced to stabilize liv- 
ing costs embraced: higher taxes, stab- 
ilization of wages, extension of ration- 
ing, lower ceilings on farm prices, gen- 
eral ceiling on retail, wholesale and man- 
ufactured goods prices, increased volun- 
tary savings and curtailment of install- 
ment selling and encouragement of debt 
repayment. 


The increasing tempo of our war effort 
is reflected in war expenditures of more 
than $3 billion in April—four times that 
of a year earlier but only half of the 
total monthly expenditure expected to be 
attained within the next year. Under 
the stimulus of these efforts, the pur- 
chasing power in the hands of the con- 
suming public has increased to record 
heights. The Office of Price Adminis- 
tration estimates the 1942 national in- 
come at $117 billion, of which $31 billion 
will be paid in taxes or saved, leaving 
$86 billion to be spent. (In 1941, na- 
tional income was estimated at $92 bil- 
lion, of which $74 billion was spent.) 
While purchasing power has been ex- 
panding sharply, the supply of goods 
available has been declining as material, 
manpower, and equipment have been di- 
verted to the production of war goods. 
This decline has been most spectacular 


for consumers’ durable goods such as 


automobiles and accessories and electrical 
equipment. OPA estimates that the vol- 
ume of goods and services available for 
civilian use this year will be about 12% 
less than last year. These goods and 
services are valued at $69 billion at cur- 
rent prices, thus indicating an excess 
of purchasing power of $17 billion. In 
1943, the excess will be substantially 
larger in light of the recent expansion 
in the armaments’ program, unless mea- 
sures are taken to “mop up” the excess. 


A significant test of the efficacy of any 
anti-inflation program is the extent to 
which it will reduce the pressure from 
this “fugitive purchasing power.” That 
the institution of a general price ceiling 
does not obviate the need for a fiscal 
policy which effectively diverts excess 
purchasing power was clearly indicated 
by the OPA in its “Statement of Consid- 
erations Involved in the Issuance of the 
General Maximum Price Regulation :” 

“. . . it is important that the excess of 
purchasing power be rigidly confined. 
Even if it were possible for this regula- 
tion to continue side by side with an ex- 
cess of purchasing power, the combina- 
tion would present grave dangers. These 
dollars would find an outlet in extrava- 
gant purchases of goods not immediately 
needed by the purchaser; they would lead 
to the burdensome problems of adminis- 
tration and regulation involved in un- 
necessarily widespread rationing; they 
would lead to wasteful use of goods which 
could not but impair national morale... 
There can be no effective price control 
while at the same time there is so large 
an amount of excess purchasing power.” 
(Author’s italics.) 


Tax Proposals 


OW does the President’s program 
measure up to the attainment of 
this objective, so admirably stated by the 
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OPA? This so called inflationary gap 
can be closed by increased taxation, vol- 
untary savings, or some system of forced 
savings. The President recommended 
primarily an increase in business taxes, 
taxation of tax exempt securities and 
placing a ceiling of $25,000 after taxes 
on individual’s incomes. Subsequently, 
the Secretary of the Treasury recom- 
mended a lowering of the exemption 
from individual income taxes. While 
there can be general agreement upon 
heavy excess profits taxation to insure 
that no business benefits inordinately 
from the war, the yield from this source 
—previously proposed in the Treasury’s 
$9 billion tax program, including higher 
social security taxes — makes only a 
small dent in the large supply of excess 
purchasing power. 


Similarly, the taxation of all incomes 
in excess of $25,000 will have practically 
no effect upon the size of the gap. Only 
a handful of people (.01%) are affected 
and the amounts involved are relatively 
small. Secondly, to the extent that taxes 
are increased, the volume of savings 


from that group is substantially reduced 
thus making the net diversion only nom- 


inal at best. The proposed program 
would not reach those who have re- 
ceived the major share of the increased 
incomes—the wage earning group. In 
1941, 70% of the $17 billion increase in 
national income was paid to wage earners 
and in 1942 the OPA has estimated that 
they will receive an even larger propor- 
tion of the estimated $25 billion increase 
in national income. Yet the Treasury’s 
initial program provides for an increase 
of only about $3 billion in individual in- 
come taxes (mainly from those in the 
middle income group) and $1.3 billion in 
excise taxes; lowering the exemption 
would add another billion. 


Main reliance is placed upon an in- 
crease in voluntary savings to close the 
gap, since the suggestion of a scheme 
for compulsory saving has been rejected 
for the present. While the volume of 
savings and investment in war stamps 
and bonds undoubtedly will increase sub- 
stantially under the stimulus of the na- 
tion-wide drive now getting under way, 
it is highly improbable that the increase 
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will be large enough to modify signifi- 
cantly the inflationary pressure. 

The tax and savings programs recom- 
mended by the President and the Trea- 
sury do not go far enough to attack the 
fundamental pressure for inflationary 
price rises. And as the OPA has pointed 
out, unless this excess purchasing power 
is curtailed, “There can be no effective 
price control.” Several other methods 
have been suggested to divert this pur- 
chasing power, including: a general sales 
tax, still lower income tax exemptions, 
a special war tax on all incomes deducted 
at the source, and forced saving. Some 
combination of these measures must be 
instituted if an effective anti-inflation 
fiscal policy is to be attained. To protect 
the lowest income groups from being too 
severely affected by the sales tax, a small 
amount of tax free stamps might be 
given to each person.! Similarly, part 
of the increased tax yield resulting from 
a lowering of personal exemptions could 
be treated as forced savings to be re- 
paid to the taxpayer in the post war 
period. 


Where the Price Rise Occurred 


SECOND basic cause for higher 

prices to date is found in the var- 
ious farm programs adopted by Con- 
gress. Wholesale prices have risen 27.4% 
since the summer of 1940, but farm pro- 
ducts and foods advanced 59.8% and 
42.1%, respectively, while all other pro- 
ducts rose only 15%. 


Changes in United States Wholesale Prices 
1940-1942 


(August, 1940 = 100) 
Feb. Nov. 
1941 1941 


119.5 
138.1 
127.4 
117.8 
126.0 
110.8 


Apr. 25, 
1942 
127.4 
159.8 
142.1 
123.6 
134.1 
110.4 


All Commodities 

Farm Products 

Foods 

Hides and Leather 

Textiles 

Fuel and Lighting 

Metals and Metal Pro- 
ducts 

Building Materials 

Chemicals and Allied 
Products 

House Furnishings 


133.7 
Miscellaneous 113.8 


1. Cf. H. S. Bloch ““Where Tax Policy is Needed,” 
Trusts and Estates, Apr. ’42, pp. 357-358 


109.4 
116.6 


108.9 
115.2 


126.6 
118.0 
117.4 


117.8 
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Notwithstanding the tremendous in- 
crease in demand for metals and other 
war materials, there has been only a mod- 
est impact upon the price level of these 
goods. The OPA, which has directed its 
attention to these products from the in- 
ception of the defense effort, is largely 
responsible for limiting this advance. 
Prices of farm products and foods, not 
subject to control by OPA, have on the 
other hand advanced sharply as a result 
of Congressional action to raise farm 
prices, growing volume of military de- 
mands (including Lease-Lend) and in- 
creasing consumer demand due to an ex- 
panding national income. The sharp 
rises in the prices of products of which 
surpluses have been available, such as 
wheat, indicate clearly that the farm 
program has been a primary cause. And 
it is the price advances in food products 
in turn which have contributed largely 
to the 15% rise in living costs to date. 


Unless the causes for this disparate 
movement are eliminated, the pressures 
due to rising farm prices (exempted 
from the freezing order) will make it 
difficult if not impossible to hold present 
ceilings without the payment of huge 
subsidies to manufacturers to offset 
higher farm prices. The standards of 
110% of parity or the 1919-29 level set 
up in the Emergency Price Control Act 
of 1942 must be replaced by a limit of 
parity as suggested in the President’s 
program. This does not mean that par- 
ity (based upon relationships existing 
prior to World War I) is an economically 
defensible level but rather that it is one 
that may be politically feasible. 


Wage Stabilization Essential 


HE third cause of price rises has 

been our wage policy While in many 
industries higher labor costs have been 
largely offset by the economies attending 
expanding production (e.g. steel indus- 
try) or technological developments which 
lower costs (e.g. bituminous coal), in 
other instances, there have not been 
complete offsets and they have been 
translated into higher prices (e.g. men’s 
clothing). Moreover, there is a limit 
beyond which increased labor costs can 
no longer be offset by expanding output. 
Unless labor costs are stabilized there 


No Rubber Shortage Here 


will be an irresistable upward pressure 
in costs which will make the mainten- 
ance of the ceiling price untenable or 
require the payment of huge subsidies 
if retailers are not to be forced out of 
business. In addition the volume of pur- 
chasing power would expand thus in- 
creasing the pressure on the demand side 
as well as in terms of costs. In light of 
these considerations, it is highly impor- 
tant to effect a stabilization of wages as 
the President has proposed. 


However, the proposal to stabilize 
wages and the effectuation of that policy 
may be two different things. Thus, in 
the Emergency Price Control Act of 
1942, Congress declared that price con- 
trol would obviate the need for further 
wage increases: 


“It shall be the policy of those depart- 
ments and agencies of the government 
dealing with wages ... within the limits 
of their authority and jurisdiction, to 
work toward a stabilization of prices, fair 
and equitable wages, and cost of produc- 
tion” (Sec. 1). 


This declaration did not appear to have 
much effect. The objective was reiter- 
ated by the President when he stated 
that “stabilizing the cost of living will 
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mean that wages in general can and 
should be kept at existing levels.” That 
labor may not voluntarily accede to this 
request is evidenced by repetition of the 
demands for wage increases by various 
unions soon after the President’s mes- 
sage was sent to Congress. 

Legislation to freeze wages would be 
attended by a tremendous problem of en- 
forcement and would freeze many of the 
existing inequities. A more appropriate 
policy would appear to be the issuance 
of a directive to the War Labor Board 
forbidding the granting of any general 
wage increase but permitting individual 
adjustments and increases in substand- 
ard wages. Such a directive would con- 
stitute a notice to all employers that they 
could refuse demands for general wage 
increases and be sure that the refusal 
would be backed up by the War Labor 
Board. Many employers might neverthe- 
less continue to grant increases in order 
to build up good will on the part of labor 
—especially since with very high excess 
profits taxes, there would often be little 
or no cost to themselves. To prevent this 
tendency, all general wage increases 
should be subject to the approval of the 
appropriate government agencies (e.g. 
War Labor Board, OPA and Treasury). 
Unless some program of this type or a 
general wage freezing is adopted, poten- 
tial wage increases will constitute an 
ever present threat to any control pro- 
gram which is adopted. Such a wage 
stabilization could be tied in with the 
payment of a cost of living bonus similar 
to that used in Canada to secure labor’s 
cooperation in the plan. 


The General Price Ceiling 


HE major innovation in the anti- 

inflation program is the imposition of 
a general ceiling over the prices of goods 
and services (with certain exceptions) 
and the fixing of maximum rents in many 
areas. These measures are designed to 
stabilize living costs, thus reducing the 
pressure for higher wages, to protect 
business men with fixed prices against 
increases in “material costs,” and to pro- 
tect the purchasing power of those with 
limited incomes and savings. In addi- 
tion, by abruptly placing a ceiling on all 
prices, a breathing period can be gained 
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during which fiscal and other measures 
may be worked out and imposed. In the 
words of the OPA, “without the ceiling, 
the economic measures might prove to be 
too little and too late. Without the eco- 
nomic measures, the ceiling would in the 
long run become administratively unen- 
forceable and socially harmful.” 

Thus, unless the various measures pre- 
viously discussed are adopted, the ceil- 
ing plan becomes subject to many prob- 
lems in addition to those which attend 
this device in any event. Before discuss- 
ing these problems, a brief comparison 
is made with the Canadian scheme and 
the basic problems which have emerged 
in that country to date are surveyed. 

There seems to be a popular view that 
we have taken over the Canadian price 
control scheme in toto. While we have 
benefitted in part from this experience 
there are many differences between the 
two programs. They froze not only 
prices but wages as well. Wage increases 
in Canada are permitted only if the cost 
of living increases, in which case a bonus 
of 25 cents for each point change in the 
index is paid to all male workers over 
21 and those earning $25. or more week- 
ly. For others earning less than that 
amount, the bonus is 1% of the weekly 
wage. Salaries are also fixed. More- 
over, agricultural prices are more rigidly 
controlled in Canada. 

In Canada all rents for residential 
and business property are fixed at the 
level prevailing last October 11th or 
earlier, while here the restrictions an- 
nounced affect only about two-thirds of 
the people and business rents are not yet 
controlled. The Canadian coverage of 
commodities and services is somewhat 
more complete. For example movie ad- 
missions and prices in beauty parlors 
and restaurants are frozen in Canada but 
are thus far exempt here. The mechan- 
ics of operation are also somewhat dif- 
ferent. We are apparently to rely upon 
trained shoppers to check compliance 
while in Canada women’s organizations 
and housewives play an important role— 
the latter have received books in which 
prices may be recorded to facilitate 
checking ceiling prices. We are requir- 
ing the posting in stores of the prices 
for a large number of products desig- 
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nated as cost of living items; this is not 
done in Canada. Moreover, each retailer 
it to file these prices with the OPA, thus 
making necessary the employment of a 
huge staff to handle paper work; the 
Canadians have not been equally ambi- 
tious. 


The Squeeze in Canada 


NE of the basic problems in Canada 

as well as in this country is the so- 
called squeeze. Many Canadian retailers, 
usually as a result of governmental re- 
quests to prevent sharp price increases, 
had failed to reflect higher wholesale 
prices in their prices. Thus, the simul- 
taneous freezing of wholesale and retail 
prices often meant a narrowing of the 
retailers’ profit margin. The policies 
adopted to insure that the full burden 
did not fall upon retailers, who have not 
been permitted to increase their prices, 
have included the “roll back,” payments 
of subsidies and a simplification pro- 
gram. 

Under the “roll back” plan, increases 
in costs are divided among the various 
handlers and producers of a product, in- 
stead of making the retailer bear the 
brunt. Thus a 15% increase in the cost 
of shoes was to be shared as follows: 
4% by the wholesalers and retailers, 
4% by the manufacturers, 7% by the 
government in the form of a subsidy pay- 
ment to the manufacturer. This case 
therefore also illustrates how subsidies 
may be used to reduce the pressure upon 
the retail ceiling. Such agreements may 
affect entire industries or may be 
between individual firms; they may be 
voluntary or be imposed by the War Time 
Prices & Trade Board. Where necessary, 
tariffs may be adjusted to offset higher 
costs or subsidy payments may be made. 
The simplification program is designed 
to ease the pressure by cutting costs 
through the elimination of frills and fan- 
cies. These techniques merit careful 
study by business men since they will 
also be used in this country to a consid- 
erable extent. 


Ceiling Problems 


N this country, too, an immediate 
problem will be the handling of the 
Squeeze. Although an attempt will prob- 


“FOR THE DURATION” 


This bank pledges full support 
of the Government’s program and 
offers all possible assistance, by 
counsel and otherwise, to those 
called to active service. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


ably be made to follow the Canadian de- 
vice of the “roll back,” it will undoubted- 
ly prove more difficult to execute because 
of the greater size of this country and 
the greater complexity of our business 
structure. Moreover, it remains to be 
seen if we can devolop the same type of 
voluntary cooperation among producers 
and distributors that has characterized 
the Canadian control efforts. Immedi- 
ately, there will also be many difficulties 
because of the brief period permitted— 
two weeks for other than retailers, three 
weeks for retailers—between the time 
of the announcement of the general ceil- 
ing and the date it is to become effective. 
In Canada a month and a half separated 
the announcement of the plan and its 
effective date. Thus we are attempting 
more quickly to inaugurate the ceiling 
even though we are faced with infinitely 
more complex problems of supervision 
and enforcement and will not have had 
the time to build more than a skeleton 
staff to handle them. This situation will 
also complicate the transitional period 
which must elapse before the ceiling 
plan can operate with some degree of 
smoothness and may have a more per- 
manent effect upon the operation of the 
control. 

Many stores, especially the smaller 
ones which do not keep adequate records, 
will find it difficult if not impossible to 
determine many of their March prices 
in the time allowed and will inevitably 
price their products liberally, thus start- 
ing the scheme “off on the wrong foot.” 
This will raise the problem of how to 
bring these prices back into line. A 
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similar problem must be faced, even if 
control were started at a later date, in 
connection with those who had raised 
their prices inordinately by March. Par- 
adoxically, those retailers and dealers 
who heeded the exhortations of govern- 
ment agencies to limit price rises by 
averaging inventories or otherwise re- 
fraining from pricing on a replacement 
cost basis now find themselves at a fin- 
ancial disadvantage as compared with 
their less patriotic brethren who did not 
observe these requests. For more than 
150 types of products designated as “cost 
of living commodities” a check against 
out of line prices will be possible since 
the OPA has requested the filing of these 
prices by July lst. However, a consider- 
able period must elapse before these data 
can be compared on any comprehensive 
scale. The amount of paper work in- 
volved will be tremendous. 


While there may be dispute as to the 
advisability of imposing the ceiling plan, 
now that the step has been taken, in- 
creases must be kept at a minimum. 
Adjustments upward in retail prices may 
be necessary in connection with seasonal 
merchandise and for stores which had a 
sale lasting for the entire month of 
March, but most other adjustments must 
take place through the roll back, cost 
economies through simplification pro- 
grams or in special cases by the payment 
of subsidies. 


Subsidy Payments 


HE subsidy is usually paid in con- 

nection with goods for which the 
costs have risen to such an extent that 
they cannot be borne by producers or dis- 
tributors without causing them to suffer 
serious losses if price rises are prohib- 
ited. This might be the case when the 
goods are imported or in connection with 
foods and clothing, the ingredients or 
raw materials of which have not been 
price fixed because of the leeway given 
to farm prices or because of wage in- 
creases which have affected unit costs. 
To the extent that farm prices and 
wages are not stabilized the demand for 
subsidy payments will be increased if 
the price ceiling is to be held. Subsidy 
schemes have been adopted in both Eng- 
land and Canada. England now spends 
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in excess of a half billion dollars annu- 
ally in subsidies to keep food prices down 
—this is two and a half times the rate 
of expenditures when the subsidy was in- 
stituted at the end of 1939. Canadian 
subsidy payments were started early this 
year to offset cost increases which threat- 
ened to upset the general ceiling plan. 
Slightly more than $2,000,000 (mainly 
milk subsidies which have now been 
abandoned) had been spent up to April 
21st but a substantial increase is antici- 
pated. Canadian subsidies are paid to 
producers while the English subsidies re- 
imburse the Ministry of Food for pro- 
ducts upon which it doesn’t recover all 
of its costs from retailers. 

A liberal use of subsidies will in- 
crease the inflationary pressure by ex- 
panding the volume of purchasing power 
in the hands of producers or others re- 
ceiving them. In no case should sub- 
sidies be paid to any producers who 
would thereby increase their profits over 
those in the pre-ceiling period or who 
failed to undertake measures designed 
to lower costs. Subsidies may have to be 
paid in some instances as only a tem- 
porary measure while economies are be- 
ing effected. 

Thus, although the subsidy reduces 
the pressure on the ceiling by restrict- 
ing cost increases, it may substitute a 
new pressure due to the expansion in 
demand it makes possible. Purchasing 
power which must not be spent by con- 
sumers on the subsidized goods because 
prices have not risen is available to buy 
other products. It is therefore a device 
which must be used with great reluctance 
and only as a last resort to relieve ex- 
treme hardship cases. 


Rationed Purchasing Power 


THER basic problems will emerge 

later, becoming particularly acute as 
we use up our available inventories and 
enter the period of short supplies. The 
availability of large amounts of pur- 
chasing power which is not “mopped up” 
through fiscal measures will necessitate 
recourse to widespread rationing. As 
successive products are rationed, the re- 
maining purchasing power will spill over 
into the markets for unrationed goods 
and create new shortages and widen still 
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further the area affected by rationing. 
These conditions will also be conducive 
to evasion and the development of black 
markets—which exist on a large scale in 
all belligerent countries in Europe and 
have been a particularly troublesome 
problem in England. Only through a tax 
and savings program which would cur- 
tail effectively the volume of excess pur- 
chasing power and narrow the inflation- 
ary gap will it be possible to limit these 
developments. 

However, even if these measures are 
taken, and in addition wages and farm 
prices are stabilized, there will be other 
forces at work which will raise costs and 
hence subject the ceiling to a considerable 
amount of pressure. Fixing the prices 
of all elements of cost will not result in 
unchanged unit costs. Industries which 
have a reduced volume of business will 
have to- recover their overhead from the 
smaller number of units, thus increasing 
unit costs. Costs will also be increased 
because of labor turnover, transportation 
difficulties, use of substitute materials 
and recourse to high cost supplies. The 
development of simplification and stand- 
ardization programs can counteract these 
tendences to some extent and furnish 
offsetting decreases in costs. The fur- 
ther development of such standardization 
programs also facilitates the handling of 
price control and rationing. The shift 
from low profit to high profit lines must 
also be carefully checked, as well as the 
threat by suppliers to cut off goods from 
retailers who question price quotations. 


Conclusion 


HE OPA must strictly limit any 

puncturing of the retail price ceil- 
ing. Exceptions have a way of multi- 
plying so rapidly that they become the 
rule. If the farm bloc, labor and a timid 
Congress are unwilling to accept the 
President’s program on farm prices and 
wages, an appeal would doubtless have to 
be taken directly to the people. The 
inflationary danger inherent in the huge 
excess purchasing power (and often rec- 
ognized by Messrs. Morgenthau, Hender- 
son, Eccles and other key officials) must 
be reduced through such means as in- 
creased taxes upon the lower income 
groups (as well as those better situated) 
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and some type of forced saving. The 
inevitable difficulties of the general ceil- 
ing plan will prove insuperable unless 
appropriate fiscal measures are taken. 


Runaway Rate 


“As a whole the retailers have exer- 
cised considerable restraint in raising their 
prices. They, along with the rest of us, are 
caught by forces which are exercising a 
tremendous upward pressure on prices. Of- 
ten they have resisted this pressure and 
thus foregone profits they might have had. 

“The nature of this pressure can be indi- 
cated by the fact that national supplies 
available for civilians are being cut about 
1 percent a month to meet military needs 
while money available to buy these supplies 
(in the form of wages, salaries, profits, 
etc.) is increasing about 3% percent a 
month. This sets up a situation which, left 
alone, can result in a monthly increase of 
3% percent in the cost of living, a ruinous 
rate of inflation.”—-Dexter M. Keezer, as- 
sistant administrator of OPA in charge of 
the Consumer Division, before National 
Conference of Business Paper Editors. 
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Foreign War Economy 


CANADIAN SUBSIDIES—Subsidy pay- 
ments during the first five months of the 
general price ceiling plan have been rela- 
tively small and aggregated only $2,128,981. 
Almost two-thirds of this amount was a 
subsidy to domestic milk producers, since 
discontinued. The major payment to alle- 
viate the pressure on retailers has been 
made to producers of footwear who received 
$584,000. The only other products on which 
payments exceeded $10,000 were dried and 
evaporated fruits, grapefruit juice, and cot- 
ton woven fabrics. 

More than 25 categories of goods have 
been subsidized for smaller amounts. Sub- 
sidies are not paid on non-essential goods. 
Moreover, payments are usually considered 
to be temporary and are contingent upon 
the adoption of measures to lower costs 
through simplification, standardization or 
other methods. The subsidy is also re- 
duced if its payment will cause manufac- 
turer’s profits after taxes to rise above the 
level in the standard period used in The Ex- 
cess Profits Tax Act. 


BRITISH CONCENTRATION OF IN- 
DUSTRY—Buildings and machinery of the 
weaving section of the Lancashire cotton 
manufacturing industry made inoperative 
by the Government’s policy of concentrat- 
ing production into fewer units will be main- 
tained through a fund contributed by mills 
which have been permitted to continue oper- 
ations. The plan affects only those facili- 
ties made idle as the result of concentration 
of industry and does not apply to the large 
number of looms which have been idle for 
other reasons. Contributions to the fund 
will be calculated on the number of looms 
which each active weaving establishment is 
licensed to operate and will vary periodi- 
cally according to the volume of claims to 
be met by the fund. 


NEW TYPE FRENCH SECURITY — To 
present an attractive alternative to hoard- 
ing, a new type savings bond has been issued. 
These carry a 3% interest rate and have a 
short maturity. They may be redeemed in 
limited amounts upon demand under desig- 
nated circumstances including: marriage, 
death, birth, purchase of rural property, es- 
tablishment of a new business. 


GERMAN WAR FINANCE—Last year 
in addition to the system of iron-savings for 
wage and salary earners, the Minister for 


Finance made it possible for employers to 
pay depreciation accounts and reserves into 
the Treasury for the duration of the war. 
After the war, the capital will be paid back 
and can then be used free of tax. During 
January, the Treasury received Rm 700 mil- 
lions, and until April the Treasury will ac- 
cept no more payments.—The Economist, 
March 7, 1942. 


FORCED SAVINGS IN SOUTH AFRICA 
—It has been proposed that the income-tax 
will be subject to a 10 per cent surcharge 
and a personal tax will be payable by all 
those earning over $1,000. In addition, there 
will be a compulsory savings scheme at a 
flat rate for lower-salaried people and to an 
amount of 10 per cent of tax for income- 
tax payers. Death duties and duties on 
films and pipe tobacco are increased. A 
heavy tax is also proposed on property sales 
in order to stop speculation. 


CANADIAN WAR DAMAGE INSUR- 
ANCE—The payment of compensation for 
war damage and the establishment of a 
system of Government war-risk insurance 
has been proposed. It would authorize the 
payment of not more than $3,000 to any 
owner of a dwelling in which he resides, with 
appropriate additional amounts for damage 
to chattels. It would also set up a central 
insurance fund for the coverage of property 
otherwise (including business premises, 
land, crops, highways, machinery, securi- 
ties); the insurance to be contracted for 
with the Government on a voluntary basis 
at rates to be determined. The Government 
would start this fund with a contribution 
from the Treasury of $5,000,000. Payment 
of indemnities, except in cases of extreme 
hardship, would be postponed until after the 
war. 


OTHER DEVELOPMENTS 

Brazil has instituted a priorities system, 
is licensing imports and exports, and rations 
autos and trucks. 

New Zealand has stopped all State home- 
building so that defense building may have 
priority. 

Cuba froze all stocks of iron and steel 
construction materials on March 27th, to 
conserve them for essential building. 

Vichy France has further restricted the 
bread ration and prohibited baking of bread 
sticks and other types of bread. In some 
districts bread may be baked only every 
other day. 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


Social and. Property Security 


PROFESSOR ARTHUR N. HOLCOMBE 
Harvard University 


HE American way is all the more a 

middle-class way because middle-class 
people obstinately refuse to admit it is any- 
thing but pure Americanism. Most Ameri- 
cans still cherish the hope, or at least they 
recently did cherish the hope, of going into 
business for themselves. We know that 
they have favored private business over the 
government as an employer, have believed 
that the interests of employer and worker, 
though by no means identical, are intimate- 
ly associated. 


What comes closest home to us today is 
the further conviction on the part of the 
majority of Americans that success is more 
to be desired than security, that is to say, 
that opportunity for successful enterprise 
has been deemed more precious than a guar- 
antee against the risks of failure. I do not 
mean to say that the social security pro- 
gram is un-American, but merely that the 
average man, though strongly in favor of 
that program, has heretofore put an even 
higher valuation upon the possession of that 
practical capacity to try to make his way 
up in the world which has been associated 
with the idea of economic freedom. 


The middle class attitudes can also satisfy 
most of the industrial workers, who in 
European countries have been regarded as 
alien and even hostile to the middle-class 
point of view. Both the attitudes expressed 
by workers and the actual behaviour of the 
labor unions in the Akron study by Alfred 
W. Jones* give ample evidence of a central 
morality which is primarily humanitarian 
and approves of acts in the interest of hu- 
man welfare, even if they involve some cur- 
tailment of the rights of corporate prop- 
erty. But the prevailing opinion would 


From address before American Association for 
Social Security, April 11, 1942. 

*“Life, Liberty, and Property, a Story of Con- 
flict and a Measurement of Conflicting Rights.” 


probably block a destructive attack upon 
corporate property, as long as such an at- 
tack appeared vaguely to be a threat against 
property in general. Preservation of the 
traditional American way of life is not in- 
compatible with the development of a num- 
erous wage-earning industrial population. 


Psychological Phenomenon 


The middle class is a psychological rather 
than an economic phenomenon, and rich and 
poor alike qualify for membership in it by 
thinking as Americans rather than as cap- 
italists or proletarians. We fear excessive 
poverty even more than we fear excessive 
wealth, because we are convinced that we 
cannot preserve our way of life, if we per- 
mit the poor to become too numerous. A 
social security program is not justified here 
on the bare ground that it makes life more 
comfortable for its beneficiaries. We jus- 
tify it because we believe it rounds out and 
completes an educational and political sys- 
tem designed to maximize the general wel- 
fare. Analysis indicates that the middle 
class as an economic phenomenon, is about 
equally divided between beneficiaries, actual 
and prospective, of the old age insurance 
system and persons outside the system. 

How will the effects of war influence the 
established middle-class attitude toward the 
system of social security? If our standard 
of living must fall, will old age pensions 
and unemployment compensation be cast off 
as burdens appropriate for a luxurious age 
but insupportable in the straightened cir- 
cumstances of the post-war economy? If 
the war should prove sufficiently long and 
hard, the question, whether the social se- 
curity system should be sacrificed in the 
interest of national safety, would eventually 
arise. It may be well to face it now. Why 
not abolish the social security system, and 
throw all our tax resources directly into 
the war? In that event the prospective 
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beneficiaries would seem to be no worse off 
than the crippled war-veterans and the 
widows and orphans of the dead, whom we 
all agree must be provided for at public ex- 
pense, in accordance with their needs. 

It is not a casual prerequisite of citizen- 
ship in a wealthy nation, like a generous 
bonus to healthy and able-bodied ex-soldiers. 
It is not a temporary extravagance in 
which wage-earners may pardonably indulge 
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during good times, expecting to give it up 
in times of stress. It is the most intelli- 
gent and efficient way of meeting perman- 
ent social needs. Elderly people will con- 
tinue to grow older after the war as be- 
fore, and provision for unemployment is no 
less necessary when the unemployment is 
a phenomenon of post-war readjustment 
than when it is produced by technological 
changes. 


Effects of Proposed Estate and Gift Taxes 


ROY C. OSGOOD 
Vice President, The First National Bank of Chicago 


HE proposed estate and gift tax re- 
visions are estimated to yield approx- 
imately $300,000,000 in addition to the esti- 
mated 1942 yield of $500,000,000. This 
represents an increase in yield from this 
source of 60%, though the increase itself 
accounts for only about 1.7% of total esti- 
mated revenue of $17,852 million. 
Although producing but 1.7% of the esti- 
mated revenues, the proposed increase in 
death duties will have a wholly dispropor- 
tionate effect upon the national economy. 
Few estates include large amounts of cash 
or liquid assets. Therefore, it becomes 
necessary to sell a considerable portion of 
slower moving assets to obtain funds for 
payment of death taxes. Such sales have a 
dislocating effect at a time when every ef- 
fort is being made to preserve stability. 
This is especially true when the estate con- 
sists primarily of a productive business. A 


heavy tax may compel the sale of enough 
capital stock to cause loss of control and to 
impair the incentive and valuable manage- 
ment policies that have made the business 
productive. In some cases sale of the stock 
is impossible and liquidation of the business 
is necessary. This can result in a substan- 
tial loss of productive capacity. 


Violation of Sound Principles 


The Treasury proposal violates sound 
principles of death taxation by magnifying 
the federal government’s record of instabil- 
ity in its tax system and attempting to fit 
death taxes into an elastic tax system. 
Death taxes should be established at mod- 
erate rates on a stable basis. 

This proposal will make six changes in 
the estate tax rates in the last ten years. 
With this unstable record, equality among 
individual taxpayers is impossible since it 


Comparative Death Taxes 


Canadian (2) 
(Dominion plus 
Ontario death 
duty) 

Based on equal division between wife and two children 
13,077 
45,531 
121,166 
. 828,166 
2,585,588 
5,810,170 


British 
Estate (Estate & 
(Before Legacy) 
exemption) (1) 

100,000 13,400 
250,000 55,500 
500,000 150,000 
1,000,000 352,000 
5,000,000 2,670,000 
10,000,000 6,640,000 


Present U. S. Proposed U.S. 
(Federal plus (Federal plus 
Illinois In- Illinois Inh. 

heritance tax) tax) 


10,100 
54,074 
132,584 
315,900 
2,443,000 
6,057,800 


8,101 
69,803 
198,750 
512,550 
3,540,950 
7,540,350 


(1) From table submitted by the Treasury Department to the Committee on Ways and 


Means on March 5, 1942. 


(2) In Canadian dollars. If the Canadian Dollar is valued at 90c the amount of the tax 


would be proportionately lower. 


From statement before House Ways and Means Committee as representative of United States Cham- 


ber of Commerce. 
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makes the amount of contribution of the 
different citizens depend entirely upon the 
fortuitous circumstances of death. 

Heavy estate and gift tax rates combined 
with the high income tax rates proposed by 
the Treasury will dissipate accumulations of 
capital and eventually result in a time 
when comparatively little wealth remains 
in productive enterprise. The result will 
be consequent lessening of tax revenues 
from all sources which have productive 
wealth as their base. 

In twenty-six states the federal tax is a 
deduction before computing the state death 
tax. In each of these states the state death 
tax revenues will be decreased as a direct 
result of the proposed increase in federal 
estate tax. In addition, all state death-tax 
revenues will suffer indirectly by a reduc- 
tion of the corpus of estates through the 
imposition of heavy federal death taxes. 
This is because in succeeding generations 
the estates will be greatly reduced in size. 
Further, future state taxation of incomes 
derived from estates will yield less revenue 
to the states due to depletion of the invested 
capital base from which such income is de- 
rived. Annual property taxes will be di- 
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rectly affected since the tax is essentially a 
capital levy. 


Tax-Free Funds to Pay Estate Tax 


Means should be provided whereby the 
shock of the estate tax upon non-cash assets 
may be lessened and the government as- 
sured of prompt payment. Two methods 
are suggested: (1) “self-insurance,” under 
which a liquid trust fund is specifically set 
up for estate tax purposes; and (2) use of 
“purchased insurance” under a plan where- 
by there will be exempt from estate tax 
the proceeds of life insurance definitely ear- 
marked for payment of death duties. 

The injurious effects upon industry of 
excessive estate taxes are unfortunately 
not confined to the particular company in- 
volved in the estate. All who are engaged 
in such enterprises are directly affected. The 
resulting demoralization impairs the pro- 
ductive capacity of the nation. 

Productive capacity means not only the 
production of war goods and services but 
the production of a flow of income that can 
be annually taxed. An extreme estate tax 
—essentially a capital levy—has no place in 
an emergency fiscal policy. 


The War on Main Street 


DR. LEE BIDGOOD 
Dean, School of Commerce, University of Alabama 


N its purely military aspects total war 

does not seem to be any great innova- 
tion. It continues the use of mechanized 
weapons, mass armies,. professional soldiers. 
It adds government-sponsored guerrillas and 
an increasing number of women in regular 
military service. It seems probable that in 
its final development the whole population 
physically capable of harming an enemy or 
helping with defense will be regarded as a 
part of the armed forces. 


Americans have never fought a total war 
before, so most of us do not know what to 
expect. 


Familiar devices of war economics are 
put to new uses in total warfare. In ear- 
lier stages, priorities are set up in order 
to assure the army and navy a supply of a 
few scarce materials. In total war prior- 
ities divert to the war effort everything that 
can be used in it. In earlier stages, price 
fixing is applied to a few things the prices 


From address before Florida Bankers Assn., 
April 1942. 


of which get out of hand. In total war 
price control becomes universal. In earlier 
stages civilian shortages cause certain com- 
modities to be rationed. In total war ra- 
tioning is used to limit civilian consump- 
tion of anything that the army does not 
have in abundance. Conversion is unknown 
to the first two stages, and is exceptional in 
the third stage. But total war converts to 
military use every industry that is not 
necessary to keep the civilian population 
going on a reduced standard of living. 
Comparatively little attention has yet 
been given to the approaching status of the 
small local business man in the total war. 
But it is just as important that our local 
communities accommodate themselves to the 
new situation as it is that the great concen- 
trated industries be adapted or converted 
to the proper war use. Great corporations 
that are forbidden to manufacture or sell 
their usual products will not close. They 
will be converted to the production of goods 
needed for the war. But the local dis- 
tributors will simply go out of business. 
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A continual rise of prices, if permitted, 
would keep up the dollar volume of sales and 
bring paper profits. All of these paper 
profits would have to go back into inven- 
tory, as was the case in the last war. Some- 
day, that inventory would have to be liq- 
uidated at a staggering loss, as was done 
in 1920. It will be better to try to keep 
prices down and reduce costs. It would seem 
wise for local merchants not to replace 
clerks who go to the armed forces or to de- 
fense industries. Merchants’ families will 
have to help in the store as they did in the 


Blueprint for Freedom 
Industry’s Role in the Preservation of Free Enterprise 
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old days. The use of electricity will have 
to be curtailed drastically. Deliveries will 
have to be suspended or consolidated. 

The bankers of this nation can render a 
great service at this time by keeping close 
track of the current developments in the in- 
dustrial mobilization and economic warfare, 
and by thinking ahead of the announced de- 
cisions. The banker has a heavier respon- 
sibility of informing and advising his clients 
than ever before. The problems of local 
business are primarily his, not Washing- 
ton’s, responsibility. 


EUGENE E. WILSON 
President, United Aircraft Corp., E. Hartford, Conn. 


HE decade following the first World 

War was one of extraordinary activ- 

ity and speculation. When the bubble burst, 

resentment was intense, all business has 

been punished for the excesses of the specu- 
lators. 

The people themselves have made serious 
mistakes. We expressed our strong desire 
for peace by disarming, and attacking our 
basic defense industries. We characterized 
its managers as “munitions racketeers,” 
“merchants of death,” and “war mongers.” 
To avoid this stigma, some of our major 
industries, upon which the country had de- 
pended for its weapons for generations, 
went into the manufacture of silk hose and 
pocket knives. 

The popular cry was to “take the profit 
out of war.” The result was to sap the 
sinews of defense. Congress singled out the 
shipbuilding and aircraft industries for 
legislative profit control. The particular 
method of control was so destructive that 
save for foreign markets, the aircraft in- 
dustry might not have survived. 

In the last twenty years management has 
undergone great changes. Large industries 
today are seldom closely held or privately 
controlled. It is seldom that the actual man- 
agers have any important or controlling 
financial interest. The modern manager is 
like any other salaried worker, capable of 
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holding his job only so long as he produces. 
The burdens on his shoulders are seldom 
realized by those who have not had to bear 
such responsibilities. The very fact that 
the modern manager is not an important 
owner of his business means that it is other 
people’s money he is handling and there are 
few greater responsibilities than this. 

Take the matter of profit—that word 
which was almost the sole measure of com- 
petence in the decade following the War. 
To avoid some of its implications, we now 
use the word “earnings.” But, whether we 
talk of profits or earnings, we use definitions 
that are a carry-over from the decade when 
profit was a good word. 

In setting up profit and loss figures we 
fix upon an arbitrary period of time, such 
as a calendar year or a fiscal year. This 
misleads us, because the real period of ac- 
counting should be long enough to cover the 
full cycle of operations, over good years as 
well as bad. 


A Reserve for Transition 


While it would seem that in times of 
peace, corporations should be permitted to 
transfer to surplus whatever they can earn 
in the competitive field, the situation may 
change in times of war. Then, on Govern- 
ment business, during a national emergency, 
it may be argued that a corporation should 
not expect to profit by the emergency. It 
should rather lend its resources in the peo- 
ple’s cause. 
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In other words, industry might well sta- 
bilize profits in time of emergency, pro- 
vided it can cover all the costs of the 
product. 

At the end of the defense activity, bus- 
iness will have to rearrange its plant and 
hold its personnel pending the readjustment 
of its affairs to operate in peacetime con- 
ditions. There is, at present, no provision 
whereby the cost of these operations can 
be charged against the defense product, but 
such provision could be had by a simple 
change in the Revenue Law. 

Thus, if a contract with the Government 
permitted a manufacturer to reserve a 
given percentage of the contract price as a 
fund to be expended, under Government con- 
trol, for transition from the war to the 
peace economy, it would be unnecessary to 
set aside any annual profit to take care of 
this. The contract could provide for a 
definite time limit, and also specify that at 
the end of the period, any excess would be 
taxable as income, and any deficiency would 
be charged against income. Such a simple 
change is desirable from every point of 
view, because it permits taking profiteering 
out of war without impairing the stock- 
holder’s original equity. Both the stockhold- 
er’s security and the worker’s security de- 
mand conservation of the enterprise. 


In setting up this reserve, the manufac- 
turer will provide as far as he can for the 
security of his fellow employees. This Re- 
serve for Transition will be used to re- 
arrange the plant, reconstitute the person- 
nel to new requirements and maintain em- 
ployment at the highest possible level. Be- 
yond this, the accumulation of such reserve 
out of defense cost is in the public interest, 
because the maintenance of purchasing pow- 
er will provide the funds with which to ac- 
celerate the return to non-defense produc- 
tion in all industry. 


The people need the experienced leader- 
ship of industry in this struggle. The task 
of business leadership is to meet this need 
through a change in its outlook while still 
retaining the sound principles of good bus- 
iness. It seems entirely possible to retain 
initiative and free enterprise through a 
rational approach to Profit, Compensation 
and Security. 


Adopts Voluntary Profit Control 


A deliberate policy whereby man- 
agement voluntarily stabilizes earn- 
ings at pre-war levels has been adopt- 
ed by the United Aircraft Corporation, 
which is engaged entirely in defense 
production. In a brochure entitled 
“Our Part in the War Effort” the 
company reveals that its sales in- 
creased from around $125,000,000 in 
1940 to over $300,000,000 in 1941, an 
increase of about 140%. In _ per- 
centage of gross sales, net profits were 
reduced from approximately 12% in 
1940 to approximately 5% in 1941. 

“Management feels,” the booklet 
goes on to say, “that it is not in the 
public interest for the corporation to 
allow the greatly increased volume of 
business resulting from the war effort 
to increase its aggregate profits.” 

“Early in 1941 it became apparent 
that unit costs of many of the corpor- 
ation’s products were lower than 
anticipated. Entirely upon our own 
initiative we asked the Navy Depart- 
ment to amend our contracts so that 
we could invoice our products for the 
period ahead at less than the stipu- 
lated contract prices. During the year 
this policy resulted in a relinquish- 
ment of nearly ten million dollars to 
the government.” 





TRUSTS and ESTATES—May 1942 


Minimizing Absenteeism in War Production 


RITISH Industry and Labor are 

agreed on the vital importance of get- 
ting the highest possible productivity from 
labor. The Trade Unions themselves have 
agreed to forego many of their rights and 
privileges for the duration of the war — 
limits to overtime, the right to strike, and 
indeed, in essential industries, the right to 
change employment at will. By unanimous 
vote, Parliament has pledged post-war re- 
storation of these rights. 


Long hours, air raids, shortage of trans- 
port, recruitment of untrained workers to 
industry, increased workers’ incomes due 
to much overtime pay, are all special con- 
ditions of the war effort in the factories. 
The question of long hours is a particularly 
difficult one and depends on how long a 
term is under consideration. As was proved 
by the spurt following Dunkirk, the total 
output may be much increased for a few 
weeks by long hours of work; the per hour 
output of the worker, however, will soon 
suffer and very long hours will eventually 
result in increased sickness and absentee- 
ism. A high daily output which cannot be 
maintained may result in a lower annual 
output. 

Wilful absenteeism has been one of the 
chief causes of loss of labor. In some fac- 
tories it has at times wasted as many man- 
hours of work as sickness. National con- 
scription for labor and the removal of the 
fear of losing the job have removed also 
one deterrent to bad time keeping. 

The core of the matter is, of course, the 
question of hours and wages. During war, 
the restrictions on overtime work—which 
in Britain usually starts at forty-eight 
hours—have been removed with the agree- 
ment of the Trade Unions. But overtime 
rates, usually one and a quarter to one and 
a half for week days, one and a half for 
Saturday and double for Sunday, are still 
paid for overtime work. This immediately 
brings two influences to bear. When very 
long hours are worked, which may include 
whole days at overtime rates, the total earn- 
ings of the worker are so much increased 
that the incentive to work regularly on 
holidays for the sake of the extra pay is 
much decreased. Considerable absenteeism 
has resulted in some cases, particularly on 
week ends. 

The report of The Industrial Health Re- 
search Board brings out the fact that when 
the hours rise over fifty-five or sixty per 


week, the loss of time increases sharply, and 
the per hour output drops. This is partly 
due to actual loss of efficiency and damage 
to health, but there is a psychological aspect 
too. Men working very much longer hours 
than they are used to become bored and may 
even feel that they are being taken advan- 
tage of. 


Removing Causes of Absenteeism 


Another case of bad time keeping, and 
even absenteeism, has been wartime trans- 
port difficulties. The erection of hostels 
near the factories to house the new workers 
has done something to improve these con- 
ditions, and some districts have experi- 
mented with staggered hours among the 
larger factories. 

Absenteeism has normally been slightly 
higher among women than among men; 
many of the new women recruited are 
housewives and mothers and tend to take 
extra time off for marketing, taking the 
children to school and household duties. 
Some firms have arranged with local stores 
for special shopping evenings after hours. 
Community shopping clubs have been insti- 
tuted in some districts. Some firms arrange 
shifts to allow shopping time off during 
daylight hours; and experiments have been 
made with a system of priority cards for 
factory workers, which eliminate lining up. 


Some factories now have day nurseries 
near them where women may leave their 
children to be cared for during working 
hours. Factory canteens for men and wo- 
men where they may eat at any hour of 
the day or night have done much to relieve 
the women of other household duties. 


One firm found that owing to transport 
difficulties and decrease in the number of 
barbers, even the men were taking half 
days off for hair cuts. The firm installed 
its own barber on the premises and re- 
duced hair-cutting leave from half a day 
to fifteen minutes, 

Talks given in the factories about the 
work itself, and the uses to which the pro- 
duct is put, have also proved useful. Ex- 
periments have been tried with visits for 
factory workers to battleships, tank units, 
etc., where they may see their product in 
action. Large charts are displayed in many 
factories, with target lines of production 
on which weekly progress towards the tar- 
get is marked. The competitive spirit may 
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be evoked by competitions between teams or 
between factories. 

Actual boredom with the work has been 
eliminated in some cases by well-planned 
rest intervals with refreshment or exer- 
cises; by music—sometime in intervals, but 
often during work. With certain types of 
very automatic work this has proved very 
successful. 

Absenteeism may also be tackled directly. 
Some firms give bonuses or badges for good 
attendance. One firm, at least, gives extra 


days off for good attendance. Some factor- 
ies write up the names of persistent ab- 
sentees on a board at the entrance. In stub- 
born cases there is the last resort of re- 
ferring the matter to the National Service 
Officer. The directions will be given under 
the Defense of the Realm Act, which means 
that if they are not carried out, the offender 
is liable to a fine of $400 or three months” 
imprisonment or both. 


—Bulletins from Britain, April 8, 1942 


Tax Realism 


PROF. ROBERT M. HAIG 
Columbia University, New York City 


N the effort to stimulate the people to 

work harder and accept less, nothing is 
more fatal than the prevalence of a feeling 
of injustice—a conviction that sacrifices are 
being inequitably distributed. To secure 
full production, we must insure equality in 
sacrifice. Do not call upon us for useless 
and unnecessary sacrifice. Do not allow 
some of us to enrich ourselves through the 
sacrifices of others of us. 

In seeking a tax plan that will facilitate 
the process of complete economic mobiliza- 
tion to win the war, considerations of equity 
enter to complicate the problem. In seek- 
ing a tax plan to achieve a second great ob- 
jective, the prevention of inflation, the prob- 
lem of equity again intrudes. Perhaps we 
are not even yet prepared to accept the 
financial implications of total war. Or per- 
haps we only await less timid leadership. 

As between the withholding tax with low- 
er exemptions and the sales tax as methods 
of absorbing purchasing power in fighting 
inflation I fail to see any substantial ad- 
vantages in the sales tax that could not be 
achieved by the withholding tax. I should 
prefer a stiff withholding tax, made appli- 
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cable at once instead of the milk-and-water 
substitute suggested. I should prefer no 
taxes on ordinary corporate income except 
such as might be called for to meet the un- 
distributed profits problem. The proposed 
repeal of the capital stock and declared ex- 
cess profits tax is commendable. The ex- 
cess profits tax rates might well be made 
even higher if arrangements were made to 
protect certain industries like steel and ma- 
chine tools which will probably suffer heavy 
losses in the post-war era. 


Capital gains, in my judgment, should be 
taxed as heavily as other income. The tax 
exemption in the tax of state and local se- 
curities should have been abolished, in my 
opinion, long ago, but I shrink from with- 
drawing the privilege from issues already 
outstanding. Percentage depletion is a 
scandal and life insurance companies have 
for many years been the undeserving bene- 
ficiaries of an unfortunate court decision. 
It seems to me ridiculous that my federal 
income tax liability would be substantially 
cut if I were to move from New York to 
some community property state, and I am 
not particularly disturbed by the threat to 
the institution of holy matrimony alleged 
to be hidden in the joint return proposal. 
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The time now approaches when the at- 
mosphere must be cleared and special in- 
terests must be subordinated for the salva- 
tion of the country. In Churchill’s lan- 
guage: “If the present quarrels with the 
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past, there can be no future.” The new 
Revenue Act of 1942 will constitute an im- 
portant test of our ability to use our demo- 
cratic political mechanism to achieve a vital 
economic objective. 


Post-War Opportunities in Blighted Areas 


GUY GREER 
Board of Governors of the Federal Reserve System 


E shall have the greatest productive 

organization in our history after this 
war. Our equipment and skilled manpower 
will be all set and ready to go, after a 
brief period of shifting them to peacetime 
occupations. 


We shall have everything necessary for 
the highest standard of living we have ever 
known. We shall have only to make sure 
that the technicians handling our fiscal and 
financial mechanisms do their job properly. 
We have only the very large but basically 
simple task of redirecting the use of our 
skilled manpower. And we know now that 
we can do so without destroying our system 
of democratic capitalism, our cherished free- 
dom of individual enterprise. 

Our needs for what our equipment and 
trained manpower can do are very great 
indeed. We need greatly improved stand- 
ards of nutrition, better public health, bet- 
ter and more widely distributed educational 
opportunities, better housing for the whole 
population, completer social security in all 
its aspects, genuine freedom from the fear 
of want. 


The public work reserve being studied by 
the states and local communities are all to 
the good. But I have in mind a job of far 
broader implications—nothing less than the 
replanning and rebuilding of our towns and 
cities. 

The main task of rebuilding must be 
financed and carried out by private enter- 
prise. But before private enterprise can 
proceed two great obstacles that now stand 
in the way must be removed. First is the 
immense job of urban replanning which 
must be carried out after the most search- 
ing examination and study of the setting 
of each urban community in its region and 
in the nation as a whole. The kind of 
planning necessary can only be made effec- 
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tive when the cities have been given greatly 
increased powers by the states to plan and 
to control for all time the use of the land 
in their entire metropolitan areas. Second, 
is the artificial but persistently high values 
of land in the blight areas. Who owns this 
blighted land? We do not know precisely, 
but it appears that many, if not most, of 
the parcels are owned by persons or firms 
who have acquired them at high prices in 
good faith, although sometimes with spec- 
ulative intent. A good deal is owned by fi- 
nancial institutions such as life insurance 
companies and savings banks which are in 
effect custodians of the savings of the 
masses of the people. Some parcels are 
owned by family estates and a few have 
been taken over by local governments 
through tax foreclosure. 

We would not desire to force down the 
market values of most of the blighted area 
land, to prices commensurate with what it 
ought to be used for, if we could. If this 
obstacle to rebuilding the cities is to be re- 
moved at all, a substantial portion of the 
blighted areas will have to be acquired at 
prices approximating those of the present 
market, even if this means that in subse- 
quent use of the land the full acquisition cost 
is never recovered. The difference would 
simply be charged off as the cost to society 
as a whole of getting rid of an otherwise 
insuperable obstacle in the way of a proper 
physical organization of the urban com- 
munities. If this seems shocking at first 
thought, we have only to remember that 
society as a whole is mainly to blame for 
the condition that must be corrected. There- 
fore society as a whole must bear the bur- 
den, even though in the process certain in- 
dividuals and institutions may get “bailed 
out” who do not really deserve it. 

The local government would define the 
worst of its slum and blighted areas with 
the view to acquiring all the real property 
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therein, either by purchase or through con- 
demnation. It would apply to the Federal 
agency for a loan, large enough if need 
be, to cover the entire acquisition cost. 


This would be granted on three main 
conditions. First, that the acquired proper- 
ties should be used or leased (not resold) 
only in accordance with the approved master 
pian as from time to time developed. Sec- 
ond, that the ground rents for the lease- 
holds should be based reasonably on the 
future use-value in accordance with the 
plan, irrespective of what it has cost to 
acquire the land. And fianlly, that the local 
government should repay the Federal ad- 
vances only out of their own subsequent 
receipts from leasing such of the land as 
is not used for public purposes. 


Sales Tax and Post War Credit 


HE general sales tax has not been given 

administrative support because it is be- 
lieved that such taxation would be most in- 
equitable upon the lower income groups 
who are forced to spend all or most of their 
incomes upon commodities; commodities 
which would be takable under a general 
sales tax. Those who advocate a general 
sales tax point out that such taxation will, 
better than any other tax, decrease the 
dangerous surplus of consumer incomes. 
No one argues against this view; but many 
economists continue to oppose general sales 
taxation because more of the sacrifice, rela- 
tively, would fall upon those least able to 
meet the sacrifice. 


Others are convinced that the sacrifice 
will have to be made; that the sales tax 


will have to come. This last group of econ- 
omists, however, would like to see such a 
general sales tax accompanied by some kind 
of postponed purchasing power. They would 
recommend a general sales tax only if the 
consumer who paid the tax received a fed- 
eral “victory” stamp equal in value to all 
or a certain percentage of the tax. Such a 
stamp-receipt could be “cashed” by the hold- 
er only after the war. Thus would the low 
income groups be “cushioned” against the 
burden and the sacrifice which a general 
sales tax might force upon them. 


Regardless of whatever other controls 
against inflation are used, certainly some 
kind of postponed purchasing power seems 
essential to any equitable plan of carrying 
on the war effort.—Walter C. Wilson, Colby 
College, in address before the Maine Bank- 
ers Study Conference, April 2, 1942. 


Organization of Europe 
and American Security 


T would be an illusion to think that the 

defeat of Hitlerism will be enough to in- 
sure the security of America. It is neces- 
sary to attack the disease at its roots and 
reach the causes of which Hitlerism has 
been the consequence. 


On the other hand, a peace, dictated to 
Europe by America or the Anglo-Saxon peo- 
ple, would not be accepted by Europe. The 
Soviet Union, China, the colonial peoples 
have the same right as America to contri- 
bute to the organization of a new Europe. 


A revengeful peace would be unjust be- 
cause European history reveals that one 
European nation after another tried to abuse 
its strength and to impose its will upon the 
other nations, and would lead to even worse 
psychological conditions that those which 
permitted the diffusion of the hitlerian doc- 
trine among the German people. 


Tomorrow’s Europe can be, as it pleases, 
socialist, communist or liberal, without dan- 
ger to American security; it is only a na- 
tionalist, fascist and militarist Europe 
which will menace this security. 


All the reports coming from the popular 
organizations in Europe tend to prove that 
the people understand the necessity of unity 
to fight against their greatest enemies— 
misery, war and exploitation of workers. 
Furthermore, the organization of a Euro- 
pean Federation will be, in a _ certain 
measure, facilitated by the occupation of 
nine tenths of Europe by Nazi Germany. 
This occupation, in doing away with na- 
tional custom barriers, has prepared the 
economic unity of the European continent. 


To have the right to give advice, America 
must be ready to participate actively in the 
organization of peace. It is difficult to 
imagine America asking the European na- 
tions to give up the most important prero- 
gatives of their sovereignty and refusing 
herself to submit to an international author- 
ity. The necessary complement to a Euro- 
pean Federation is the creation, on a world 
scale, of a superior authority, designed to 
assure the judicial or arbitral settlement of 
the political, judicial, economic, or social 
problems which the development of civiliza- 
tion and the evolution of humanity will pose. 


Pierre Cot, formerly Minister of Air, 
Republic of France; From address at 
American Association for Social Secur- 
ity, New York, April 11, 1942. 
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Guns vs. Butter for Soldiers 


E will enjoy the benefits of no ma- 

chine-made victory, no substitution of 
gasoline for the blood of heroes. The sol- 
dier will never be paid what he is worth, 
if he is a real soldier—and he doesn’t ex- 
pect it if he has the heart of a soldier in 
him. You do not pay a soldier to be 
maimed or killed, to stand firing at his gun 


as the enemy plane swoops upon him. His 
amount of pay has nothing to do with his 
fortitude in holding out against odds. Do 
you think the public treasury could pay 
General MacArthur’s men what they are 
worth or try to measure their worth in dol- 


lars? Do you think Captain Colin Kelly 
would have given his life more willingly had 
his pay check been twice as great? Or less 
willingly had it been half as much? Do you 
think those private soldiers in the slit 
trenches of Bataan wanted you to satisfy 
your conscience by giving them more dol- 
lars? We do not buy our heroes. 


We cannot afford to have leadership ma- 
terial, useful for combat effort, diverted to 
desk work. There are too many men who 
are capable of real soldiering, who are seek- 
ing administrative jobs in the Army, the 
Air Force and the Navy. There are too 
many able-bodied, highly capable men in 
their thirties being given administrative 
jobs in all governmental departments. That 
is work that can be just as well accom- 
plished by men in their forties and fifties— 
and in some instances by men of sixty. 


News of high war profits, of strikes, of 
stoppages of production over petty quar- 
rels, bluffing and horse trading—these are 
blows at the bodies of American soldiers, 
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as well as vicious cuts at their spirit. Our 
soldiers have not the least sympathy with 
the specious arguments of the “guardhouse 
lawyers” of either capital or labor when it 
is chiefly selfishness at stake, or self-gain, 
or the maneuvering for advantages of one 
over the other. What democracy means to 
the soldier today is not a theory but a prac- 
tical application; the service of the people 
for the armed forces of the people. 


Lieutenant Genera] Ben Lear, U.S.A. 
In address to Economic Club of Detroit, April, 
1942. 


‘ Broaden Tax Base 


“The task before us is twofold: to pre- 
vent the surplus funds from generating an 
upward spiral in prices and to obtain addi- 
tional revenue,” according to the First Na- 
tional Bank of Boston. “Unless the excess 
funds are siphoned off by means of taxes or 
savings, each dollar received will buy a 
constantly diminishing amount of goods and 
services. The resultant sharp rise in the 
cost of living would obviously also apply 
to those groups whose income remains sta- 
tionary or shows a slight increase. The 
figures of the OPA would indicate that those 
receiving less than $2,500 would have an 
increase in income this year of 20%, while 
the aggregate income of those receiving 
more than $2,500 would increase only 2%. 


“Furthermore, a broadening of the tax 
base is imperative since the bulk of the 
Federal income taxes falls upon an ex- 
tremely small Segment of the population. 
The average family receiving less than 
$2,500 pays practically no Federal income 
taxes although they have to meet excise, 
state and local levies. On the other hand, 
those receiving an income of more than 
$5,000 a year accounted for about one tenth 
of the aggregate income in 1939 but paid 
approximately nine tenths of the Federal 
income taxes. With Federal expenditures 
for this calendar year estimated at around 
45 billion dollars, it is obvious that if a 
substantial increase in revenue is to be 
obtained, those receiving nearly one half 
of the total national income should not be 
excluded from their fair share of Federal 
assessments. Then, too, it should be point- 
ed out that there is a stage beyond which 
we cannot go in taxing the upper income 
brackets without reaching diminishing 
revenue, as Great Britain has already dis- 
covered.” 
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Bank Mergers in the Offing? 


Editorial 


Ik the twenties a wave of bank mer- 
gers was born of the necessity of 
“keeping up with the Jones’ Corpor- 
ation” which, along with other Amer- 
ican industrial consolidations, needed 
a wider sphere of international ser- 
vices and increased volume of accom- 
modation. Then there was a good 
earning-asset ratio, and ambitious 
young applicants were as plentiful 
as the growing needs for financing 
the rapidly inflation of production, 
export and personal credit. There 
were a few shotgun mergers, first 
attended only by the stockholding 
parents, but later at the instance of 
the sheriff. 

For different reasons today there is 
the prospect of a coming epidemic of 
bank consolidations. The more demo- 
cratic alternative: creation of coopera- 
tive facilities for credit investigation, 
mortgage maintenance, investment re- 
search and other specialized services— 
takes not only more imagination but 
more initial effort to overcome inertias 
of habit, form and law than may be pos- 
sible in a war. Current low earning 
power of bank —or trust—deposits, com- 
bined with a decrease in the volume of 
private business available, and the fact 
that war production is being primarily 
financed by the taxpayer and citizen, 
might still not be enough to bring on 
the prestigiditation of one bank pres- 
ident where there were two before, but 


for the fact that this is a TOTAL War 
requiring the greatest mobilization of 
manpower ever seen or imagined in this 
country. 


The draft—both military and arma- 
ment industry—has taken a huge share 
of the operating or clerical personnel of 
financial institutions, while the official 
ranks have been depleted by enlistments 
—commissioned and otherwise. In some 
banks the majority tenure of the cler- 
ical staff is less than 18 months, in 
others, key executives are shedding their 
responsibilities in the bank to assume 
duties with the government or armed 
services. Many may be replaceable, but 
even where they are, the cost and time 
of training (where adequate apprentice- 
ship was not provided) and the lesser 
efficiency to be expected of many replace- 
ments, will not offset the shortage of 
personnel. This, added at the same time 
when material priorities force curtail- 
ment in bank machine manufacture, to 
become more painful if the war outlasts 
inventory supply. 


The prospect of further losses of per- 
sonnel to the services and to war in- 
dustries which offer a high pay rate, 
will accentuate the drive toward economy 
and elimination of duplicate facilities in 
bank operations. Rising costs of living 
will be felt even more in salary and 
cannot be offset by added charges for 
service. Even if banks could afford 
duplication of manpower, such waste of 
a national asset will not be tolerated, 
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and the Manpower Commission may be 
relied on to see to that. Banking will 
be cut to its essential needs and if the 
war should, by chance, last long, a pool- 
ing arrangement for competing branch 
offices is in view. In short, every taken- 
for-granted practice, form and operation 
should be subjected to scrutiny to see if 
it is more important than an alternative 
war service. It is not among the larger, 
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better organized banks that the pinch 
will be felt as much as among the med- 
ium and smaller units where contraction 
means disruption of needed service. If 
directors do not take the lead, public 
opinion will force a purge of inefficient, 
non-essential or honorary personnel, but 
the purge may be very healthy for bank- 
ing and trust services during the war and 
after. 


Fifth Columnists? 


ABOTAGE is not merely con- 

cerned with physical destruction 
and propagandizing; one of its most 
destructive forms—the more danger- 
ous because usually unintentional— 
is the rendering of aid to the forces 
of Inflation. Our enemies know the 
sequence: increasing wage income 
with decreasing goods supply—alter- 
native of income control or price con- 
trols—forced rationing (if not of 
spendable incomes, then of consumer 
goods)—black markets, and the fa- 
voritism and corruption—and finally, 
the internal disunity and disruption 
that break a nation apart from the 
inside. With many inventories run- 
ning low, transport handicapped and 
rationing started, we are in the a 
for black markets here. 


Thus we have reason today to 
question every act of citizen, Con- 
gressman and government official on 
the grounds of whether his act con- 
tributes to, or helps prevent, infla- 
tionary pressure and brings into bal- 
ance the amount of spendable income 
and the relative amounts of neces- 
saries available. There are many 
ways of doing this, not all of which 
imply government controls, as sur- 
face judgment so often concludes. 
We are met in a severe test of volun- 
tary sacrifice versus forced sacrifice, 
and if we cannot discipline ourselves 
to give up so-called personal or group 


“gains” we shall only prolong the 
war, add great costs to enforcement, 
and wind up with arbitrary controls 
and many more injustices. 

Each citizen in a democracy should 
be his own policeman; each repre- 
sentative—local or national—should 
look to the end objective of winning 
a fruitful, promising peace. The 
public purse is not inexhaustible, and 
it does not matter that “only a billion 
or so” of economies are possible 
under Senator Byrd’s program, or 
that pay increase to a labor group or 
the armed forces (as though they 
were mercenaries) adds only another 
billion (the House recently admitted 
it had not computed the cost of the 
proposed service increase). The 
significant thing about these pro- 
posals is their indication of political 
willingness or unwillingness to stop 
inflation at the source. For without 
courage on the part of leaders, the 
people will soon lose the confidence 
that gives value to money—or we 
shall follow the path of more and 
more control, with all its ill-begotten 
offspring. 


If the war savings bond program is to 
be effective in closing the widening gap be- 
tween goods available for civilian consump- 
tion and funds in the hands of consumers 
tctal sales for 1942 must rise to be between 
$15,000,000,000 and $20,000,000,000, ac- 
cording to an analysis by the division of in- 
dustrial economics of the Conference Board. 
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CURRENT EVENTS 


An Island in Trusteeship 


N May 10th, Prime Minister Church- 

ill said: “We hold this island (Mad- 
agascar) in trust.” This is no mere 
figure of speech, but a timely application 
of the principles of trusteeship to in- 
ternational relations. Peoples in all the 
conquered countries will be quick to ap- 
preciate the difference between the ty- 
ranny of Axis domination over other na- 
tionals and America’s history of faith- 
ful trusteeship first of Cuban, then of 
Philippine rights of independence, tem- 
porarily usurpted though they are. Mad- 
agascar is more fortunate than her 
French compatriots on the continent in 
having honest trustees. 

There is, however, much to learn in 
the application of the trust principle to 
both foreign and domestic affairs. In- 
dia is now posing a difficult and not en- 
tirely one-sided problem on the interna- 
tional page. Here in America, as in 
other democracies, war has necessarily 
imposed a vast concentration of power 
in the hands of the president . It is 
argued—and with much apparent justice 
—that total war calls for a sort of war 
dictatorship. The important thing to 
remember on the part of both trustors 
and trustees is that this grant of power 
given by the citizens is subject to recall, 
and not made in perpetuity. The legal 
title to most of our individual rights has 
been lodged very largely in the Execu- 
tive. It seems fitting that the Legisla- 
tive and Judicial guard this stewardship 
and preserve the equitable title in the 
People. 


Adopts Bar-Trust Company 
Statement 


Practically every trust company in Ohio 
was represented at the annual Trust Con- 
ference of the Ohio Bankers Association 
held in Columbus, April 24. Wilbur D. 
Hunter, trust officer of the Geo. D. Harter 
Bank, Canton, presided as chairman of the 
Association’s Trust Committee. 

The Conference adopted a resolution in- 
corporating the Statement of Principles 
governing relations between the Bar and 
trust institutions as previously adopted by 
the American Bar Association, the Executive 
Committee of the Trust Division of the 
American Bankers Association, and the Ohio 
State Bar Association. The state adoption 
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of these principles is a step toward im- 
plementing the national recommendation 
through local committees. 

The Conference also adopted a resolution 
opposing the proposal of the United States 
Treasury that the basis for taxation of in- 
herited property be the cost to the decedent 
instead of its value as of the date of the 
decedent’s death. 

The principal speakers at the conference 
were Dr. Austin Scott of the Harvard Law 
School; George E. Karch, assistant trust of- 
ficer, the Cleveland Trust Company; H. E. 
Chenoweth, Counsel, the National City 
Bank of Cleveland. 


—————0 


During 1941 the appropriations of the 
Rockefeller Foundation amounted to $9,313,- 
964. The income of the foundation from 
investments during the year was $8,734,992. 
The appropriations were distributed for the 
most part in six major fields, roughly as 
follows: Public Health—$2,450,000, Med- 
ical Sciences—$2,120,000, Natural Sciences 
—$1,271,000, Social Sciences—$1,227,000, 
Humanities—$1,020,000, and Program for 
China—$154,000. 
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Small-Income Trusts in the Majority 


More than half of all trusts adminis- 
tered by the trust institutions of the 
country have an annual income of less 
than $1,200, according to a survey re- 
cently completed by the Trust Division 
of the American Bankers Association. 
The findings were announced by Divi- 
sion President Richard G. Stockton, who 
is vice president and senior trust officer 
of the Wachovia Bank and Trust Com- 
pany, Winston-Salem, N. C. 

The survey reveals that 59-per cent 
of all trusts have an annual income of 
less than $1,200, the average being $369. 
It also shows that 76 per cent of all 
trusts have an income of less than $3,000 
a year, with an average of $748. Only 
2.57 per cent are trusts with an income 
of over $25,000. 

The results of the survey cover 153,646 
trusts managed by 1,047 banks and trust 
companies in 696 towns and cities blan- 
keting the entire country. They repre- 
sent reports from most of the active 
trust institutions of the country. 


“These figures,” declared Mr. Stock- 
ton, “are rich in social significance. 
They clearly demonstrate that trust in- 
stitutions are performing a vital service 
for the benefit of those whose income 
depends on the competent administration 
of moderately sized estates. Much of 
this income is for the benefit of women 
and children and is used for the support 
of the home, education of children, care 
of parents, and for the protection and 
financial security of other beneficiaries.” 

The report further shows that trusts 
in the $3,000-$7,500 income bracket re- 
present 12.15 per cent of all the trusts 
reported and have an income average of 
$4,739. Those in the $7,500-$10,000 
group are but 3.58 per cent of the total, 
and their annual income averages $8,530. 
Trusts .in the $10,000-$25,000 income 
group account for 5.10 per cent of all 
trusts covered by the report. 


No figures are given as to the number 
of income beneficiaries. 


The survey was conducted by the Di- 
vision’s Committee on Trust Informa- 


tion, of which Towner Phelan, vice pres- 
ident of St. Louis Union Trust Company 
is chairman. The following table shows 
the breakdown by States: 


% in 
Income 
Group 
Under 
$1,200 


51.11 
70.71 
46.78 
55.76 
56.85 
46.52 
61.55 
58.04 
53.66 
56.21 


% in 
Income 
Group 
Under 
$3,000 


70.45 
88.81 
68.40 
83.47 
77.64 
67.23 
79.25 
77.84 
72.02 
72.25 
68.40 


No. of 
Trusts 


State 
... 39,324 
9,700 
9,055 
8,217 
5,987 
5,547 
4,712 
3,725 
2,234 
2,228 
1,754 
1,652 
1,621 


Pennsylvania 
Illinois 
Massachusetts _ 
California 


Connecticut 
New Jersey 
Missouri 
Delaware 
Rhode Island _.. 
Minnesota 
Wisconsin 
oo ¢.. 
Virginia 


Kentucky 
Washington 
Tennessee 
Maryland 
Texas 
Alabama 
Georgia 
Colorado 


N. Carolina 
W. Virginia 


Utah 
Florida 

N. Hampshire _ 
Iowa 
Louisiana 
Kansas 
Nebraska 
Mississippi 
S. Carolina 
Arkansas 
Montana 
Oklahoma 
S. Dakota 
Wyoming 
N. Dakota 
Arizona 


Nevada 





CURRENT EVENTS 


Trust Educational Campaign Voted 


Illinois Trust Division Holds Outstanding Meeting 
on Public Relations and Legislation 


STATE-WIDE educational campaign 

to enlighten the public on the value 
of trust services and trust institutions 
was authorized in a resolution adopted 
at the annual meeting of the Trust Divi- 
sion, Illinois Bankers Association, held 
in Rockford on April 29th. This action 
followed an inspiring address by Walter 
A. O’Brien, trust officer of the LaSalle 
National Bank of Chicago. 


Declaring that the forty billion dollars 
of trust assets estimated to be held by 
corporate fiduciaries constituted “only a 
drop in the bucket,” Mr. O’Brien stated 
that the problem of creating in the pub- 
lic a consciousness of the function and 
value of trust service was one common 
to all banks and therefore demanded co- 
operative treatment, citing for support- 
ing evidence the article by H. Herbert 
Romanoff in the December 1941 issue of 
Trusts & Estates. ‘We don’t need imag- 
inary stories, we have a wealth of them 
from true life,” he asserted. Moreover, 
we have perhaps misconceived our theme 
in the past “by emphasizing the dangers 
of not employing us instead of the plea- 
sures and benefits our service can pro- 
vide.” 


“Would you like to have a top flight 
salesman in the home of every prospec- 
tive customer, working for you every 
day, advancing arguments at the psy- 
chological moment?” Mr. O’Brien asked. 
Then, “sell the trust idea to the woman. 
Sell her security for herself and her 
children, sell her longer hours of rest 
and relaxation for her husband, sell her 
greater concentration on his business 
with consequently increased earnings. 
Show her a fixed income for life, even 
though small. Show her a fund for 
every emergency. Sell her a home for 
her daughter and a picture of comfort- 
able old age.” 

As the army grows through the induc- 
tion of older men, the need for service 
will increase, remarked Mr. O’Brien, cit- 


ing Gilbert Stephenson’s statement that, 
“My personal opinion—based largely on 
experiences in England—is that this war 
will give trust institutions their best 
opportunity ever to become genuinely 
and generally popular institutions.” In 
New Zealand, the Public Trust Office sent 
representatives to every camp and air 
force station on the island to promote 
the drafting of wills and creation of 
trusts. (See page 518, Nov. 1941 Trusts 
and Estates). 


In concluding, Mr. O’Brien said: “The 
time for talking to ourselves has passed. 
If we ever expect to see trust business 
take its just place in the society and 
economy of our state and country, the 
moment for action is at hand. ‘There 
is a tide in the affairs of men which, 
taken at the flood, leads on to victory.’ 
The tide is in. Do we ride it to victory, 
or do we stand on the beach and draw 
pictures in the sand?” 


“Make Your Will Day” 


HE suggestion that corporate fiduc- 

iaries declare a “Make Your Will 
Day,” following the lead of the 33rd 
Division at Camp Forrest, Tenn., was 
made by Chester D. Seftenberg, retiring 
president of the Trust Division and vice 
president and trust officer, Oak Park 
Trust and Savings Bank. He quoted the 
Divisional Memorandum thus: 

“What can I, an officer or enlisted man, 
do to put my affairs in such order as to 
make easier the task of my wife, in event 
of my death or inability to carry on my 
civil affairs? 

“Death is not pleasant to contemplate, 
and to some its consideration may serve 
to lower morale. Yet it seems obvious 
that the consciousness of having one’s 
house in order, his affairs in good shape 
and his loved ones spared inconvenience, 
expense and trouble would, in most cases, 
serve to relieve the mind and greatly 
enhance the state of morale.” 








Trust facilities in 
keeping with the 
standing of Virginia's 
largest and Richmond’s 
oldest bank. 


First AND MERCHANTS 
National Bank of Richmond 


Member Federal Deposit Insurance Corporation 
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Endorsing the remarks of William 
Hinshaw as president of the Corporate 
Fiduciaries Association of Chicago (see 
item on this page), relative to considera- 
tion of common trust fund enabling legis- 
lation in Illinois, Mr. Seftenberg recom- 
mended the appointment of a committee 
to cooperate with that Association, urg- 
ing continuation of the Trust Division’s 
policy of pursuing one major project a 
year rather than fruitlessly dissipating 
energies on a number of endeavors at 
once. 


Massachusetts Rule Considered 


GROUP of Illinois bankers, trust in- 
stitutions and lawyers is expected 
to consider the question of legislative 
adoption of the Massachusetts Rule of 
investment to permit the purchase of 
common stocks for trusts, according to 
C. B. Jennett, vice president of The 
First National Bank of Chicago, report- 
ing as chairman of the Trust Division’s 
Legislative Committee. This committee 
is also studying the advisability of spon- 
soring common trust fund legislation. 
Referring to a bill introduced in the 
last session which would have extended 
jurisdiction of the Probate Court to tes- 
tamentary trusts and will contests, Mr. 
Jennett stated that many banks and law- 
yers had opposed this broadening of au- 
thority without further consideration. 
If, as seems possible, the matter is again 
brought before the legislature, the Trust 
Division was urged to give careful 
thought to the proposal. 
The committee also reported that the 
recently enacted principal and income 
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act appeared to be workable and had not 
as yet caused any serious difficulties to 
trust companies, while its clarification of 
certain phases of trust law had been 
found helpful. 


Latham T. Souther, trust officer of the 
First National Bank of Springfield, was 
elected president of the Trust Division 
to succeed Mr. Seftenberg. Mr. Jennett 
was chosen vice president, and Harry C. 
Hausman, secretary of the Illinois Bank- 
ers Association, was reelected secretary 
of the Division. Arthur C. Boeker, vice 
president and trust officer of the Ed- 
wardsville National Bank & Trust Com- 
pany, was elected a member of the Ex- 
ecutive Committee. 


Recommends Study of Common 
Trust Fund 


In his address as retiring president of the 
Corporate Fiduciaries Association of Chi- 
cago at the recent annual meeting, William 
W. Hinshaw, Jr., urged the incoming ad- 
ministration to appoint a committee to 
study the common trust fund and other eco- 
nomical methods of handling the inevitably 
small trusts of the future, with a view to 
securing enabling legislation at the next 
legislative session. Mr. Hinshaw is secre- 
tary and trust officer of the City National 
Bank & Trust Company. 

Lynn Lloyd, vice president of Harris 
Trust and Savings Bank, was elected presi- 
dent of the Association to succeed Mr. Hin- 
shaw. Chester R. Davis, vice president of 
Chicago Title & Trust Company, was chosen 
vice president, and C. B. Jennett, vice presi- 
dent of The First National Bank of Chicago, 
was elected secretary. 


Illinois Trust Department 
Income Gains 


Income of the trust departments of IIli- 
nois state banks for 1941 shows a gain of 
more than 2% over the total for the same 
banks in 1940. The respective figures are 
$3,437,168 and $3,364,387, according to the 
statement of operating results of all state 
banks, as published in the April issue 
of the Monthly Bulletin issued by the 
State Auditor of Public Accounts. While 
the number of reporting banks is given as 
491, there is no indication of how many of 
these have trust business. 





Bank Service Mobilization 
Should There Be Any Financial Advertising in Wartime? 


JOHN H. MORSE 


Chief, Division of Commercial and Economic Information, Bureau of Foreign & 
Domestic Commerce, Dept. of Commerce, Washington, D. C. 


EFORE we answer the question 

posed by our title, it seems best 
to stop and find out if there ever was 
any financial advertising. Candid re- 
ports from diligent researchers indi- 
cate that, outside of a number of in- 
surance companies and a mere scat- 
tering of other forms of financial in- 
stitutions, there has been none that 
a first-class advertising practitioner, 
not after the account, would dignify 
by the name of advertising. 

It is true that vast quantities of white 
space have been bought, billboards leased, 
and some radio time contracted for, but 
there the similarity to advertising 
ceased. Words have been used; words 
that the cash customers seldom recog- 
nized. Illustrations have been used; il- 
lustrations of the kind much better devel- 
oped by those sturdy sons of Barre, Ver- 
mont, cited by the Federal Trade Com- 
mission for claiming that they could not 
prove their right to the use of the word 
“eternal.” 

The above seems facetious. It is not. 
It is tragic, in view of the vast amount 
of information which financial institu- 
tions should have been giving to pros- 
pective customers in order to obtain their 
goodwill as well as their business. It is 


tragic because the feebleness of financial 
selling in print in the past has not only 
left the average citizen with a complete 
misunderstanding of the functions of our 
financial system but has kept him from 
making use of it to his advantage and 
the system’s profit. 


No Time to Retire 


ANKERS are people—until they get 

into their banks or break into print. 
Then they become sacred custodians of 
immemorial _ secrets. That attitude 
passed inspection very well until some 
of the peoples of the earth learned that 
if they could not get what they wanted 
by working for it, they might feed their 
desires by fighting to fulfill them. In 
other places, the people learned that if 
they could not get what they wanted by 
working, they could get it by voting. At 
least for a time, and the people do not 
generally look for the long pull. 

So suddenly the world was all upside 
down, and the financial institutions kept 
on using white space to say next to noth- 
ing. Especially nothing that offered the 
people more by working for it than they 
could get by voting for it. 

War offers financial institutions a last 
chance to regain some of the lost ground. 
There will be less competition from na- 
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tional advertisers. Since most of them 
cannot deliver goods they have to con- 
fine themselves to keeping their valuable 
brand names alive. Stores will not be 
using tremendous quantities of space 
because they will not have overloaded 
shelves to clear. Visibility for remain- 
ing advertisements will be _ greater. 
Reader attention will be more easily ob- 
tained. More for your money will be 
the order of the day for those who buy 
white space. 


The “Untouchables” 


HE next thing to consider is how to 

use some of that white space to your 
advantage. It might be a good idea to 
appoint a small advertising committee, 
composed mainly of younger men who 
are still interested in getting on, not in 
holding on. Having financial training, 
they will have enough of the latter in 
their blood anyway. Tell them that it is 
their job to sell your institution’s ser- 
vices. 

That job will promptly break down into 
two parts; consumer advertising and 
trade paper advertising. Help them to 
locate all of the products which you wish 
to sell to the consumer market. There 
is that nice fresh line of credit that you 
would like to make some money on. Why 
not tell businessmen how to go about 
making a deal with you. Tell them to 
see Joe Glutz at such and such a spot in 
the bank, instead of signing a chaste bit 
of informative copy which admits that 
you have “banking facilities,” with the 
names of directors who are around the 
bank just a couple of hours on odd weeks 
—and couldn’t be got at even then. 

Knowing that he only has to see Joe 
Glutz, who sounds human, and knowing 
just where to go to find Joe, will bring 
in a lot of little customers who have an 
inferiority complex about the directors 
or the president. Then Joe has a chance 
to start the always interesting process 
to a bank of making big ones out of little 
ones, of helping the small fry grow up. 
Train as many Joe’s as you need to meet 
the trade to have a helpful attitude 
toward John Public. Have him try to 
make John a loan, instead of making him 
feel as though he had just robbed a 
church box. After all, banks make pro- 
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It isn’t good 
This world is never 


fits by selling their credit. 
dignified banking? 
going back to 1929. 


Tune In to New Needs 


UT here we are trying to run a bank 

when we started out to talk about 
advertising. The other products that 
you may have to sell include: A nice 
line of checking facilities; a side line of 
safety deposit boxes (which more people 
who ought to use them manage to avoid 
than almost anything else in the world) ; 
and a trust department, which chills 
prospects with practically every word 
used to describe its services; and which 
has too often given the impression it is 
“for millionaires only.” Or should we 
say was? 

When your list of products to sell is 
made up it is likely to be quite impres- 
sive. Then insist that your advertising 
committee forget all about your institu- 
tion’s viewpoints concerning these pro- 
ducts. Make them get away from that 
narrow view and try to see and feel the 
emotions of outsiders; try to sense how 
people who know nothing and care less 
about your products can be reached with 
selling arguments that show them what 
your products will do for them. Have 
them call in a good advertising man, pre- 
ferably one with an account at your bank. 
Don’t put too many handcuffs on him. 
Don’t throw him out when he reminds 
you that you cannot fight bombs with 
dignity, nor build a business with hau- 
teur, in these days of harsh reality. 

The bullets and bayonets loose in the 
world are small respecters of dollars; 
hence the merchandisers of dollars need 
to prove their importance by telling the 
people how they too serve. Perhaps an 
added human touch, and a lead to future 
business, can be set up through special 
services to men in the armed forces; 
special safety deposit box rates and ar- 
rangements; special trust services; spec- 
ial departments to aid businessmen to 
bail out of the difficulties that war mea- 
sures thrust them into. 


Uncommon Knowledge—and Trade 
Advertising 


VER and above all, war offers banks 
the same old opportunity of becom- 
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ing a bit human; of creating goodwill 
for themselves by selling people on the 
goods which banks have to offer the na- 
tion, the business and the home. Re- 
move the old mysteries from financial 
institutions, even come out and tell the 
public the exact process and cost of buy- 
ing a bond, or a share of stock, or any 
other of the things which a bank takes 
as a matter of.common knowledge .. . 
and the public fears because it does not 
know. 


Financial advertising in the financial 
trade papers suffers from the same 
troubles as does financial advertising to 
consumers. Take the picture of the front 
entrance, the names of a few officials, 
and the signature out of any advertise- 
ment and no one would recognize it. In 
fact, even the fine drawings of the im- 
posing front doors might be left in and 
still no heart would stir with recognition. 
It may be that nothing more can be said 
than is currently expressed in the trade 
advertising. It may be too much hard 
work to prepare a really good sales ap- 
peal for an institution’s services. It 
should be worth the effort. Even as 
little a chance as giving the names of 
the men to write to concerning specific 
services would be an improvement. Wh 
not use this means of making reports 
“to the trade” of interesting develop- 
ments or institutional men? , 


No Place for John Aldens 


DVERTISING, the _ all-important 
force behind the American stimu- 
lated-demand economy, has been under 
heavy attack. Much of this has arisen 
from advertisers’ asking their advertis- 
ing to carry more of the selling job than 
it should or using it for self-laudation. 
Much of it has come from advertising 
practitioners selling advertising as a 
force capable of doing more than it pos- 
sibly can. Other advertising neither 
sells nor gives information may even be 
misleading or actually erroneous. Today 
restless people are questioning every fac- 
tor of the mode of life that ended for all 
of us, partially in October, 1929, com- 
pletely in December, 1941. 
They are particularly questioning 
the things which they do not under- 
stand. Too ready to substitute untried 


LAND TITLE 


BANK AND TRUST COMPANY 


PHILADELPHIA 


J ad) 
Broad and ¢ hesinut rly 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


theory for the sounder practice of im- 
proving tried methods. Nor are they to 
be blamed if those with the major inter- 
est in tried institutions fail to prove that 
these institutions are of value to the in- 
dividual. No one will do much to defend 
or explain those institutions, unless they 
show aggressive leadership. Financial 
institutions can win, or lose, their places 
in the sun by the degree of their willing- 
ness to sell their value to the greatest 
number of people. Advertising, skill- 
fully prepared, widely used, offers them 
the surest, most economical method of 
telling their story. And in the resulting 
analysis the banker, insurance official and 
trust officer will clarify his own percep- 
tion of the service and the need. 


Cooperative Public Relations 


A group of English clearing banks have 
taken a novel and most important step onto 
solid ground in the field of public relations, 
with appointment of a Press Relations Of- 
ficer. Arthur V. Barber, formerly of Holt’s 
Bank, has been designatetd for this position, 
with offices in the City, at 3 Lombard Street, 
London. The “Banking Information Ser- 
vice,” as it is called, is designed to bridge 
the gap between the banking and press fra- 
ternities, particularly to initiate news as 
well as to provide reporters with needed in- 
formation. While expected to protect both 
banking houses and public against damag- 
ing misinformation or misinterpretation, it 
will be interesting to watch also its devel- 
opment in news origination, in view of the 
current difficulties of getting approval of 
bank officials while the news is still news, 
and before it becomes mere generality or 
institutional promotion. 
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These also Serve 


Sub-Contracting in our National Effort 


Our powerful navy requires far more than the spectacular battleships 
destroyers, submarines and aircraft which carry the brunt of battle. Equally 
vital are the auxiliaries such as the anti-submarine net tender depicted above, 
or fuel supply vessels, “mother” ships and repair craft. 

Likewise, in our war effort, the maker of parts—the sub-contractor — is 
playing a vital role on the industrial front. Now, in this transitional period, 
sub-contractors must install new machines and make many other adjustments. 
Where additional funds are required in such instances, the Chase can be, 
and is, of assistance to many established manufacturers. 

In addition, The Chase works closely with correspondent banks throughout 
the country in the solution of defense loan problems, thus helping to bring 
the strength of the banking structure to bear on the needs of the nation. 
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Publicizing the Life Insurance Trust 


W. W. DELAMATER 
Assistant Treasurer, Land Title Bank and Trust Company, Philadelphia, Pennsylvania 


HE subject of press relations is one 

that should interest all banks and 
trust companies. If used properly, it 
can be made into a medium which will 
keep the bank in the minds of the public 
in a proper way, creating good will for 
the institution and, perhaps, new cus- 
tomers. 


Our institution has long felt, and its 
belief is justified by its experience, that 
if its releases are of interest and no at- 
tempt is made to take undue advantage 
of the newspapers, editors will be glad 
to cooperate to the extent of using a 
large proportion of the press releases. 


We do not attempt to secure publicity 
merely for the sake of publicity. Rather, 
it has always been our aim to seek news- 
paper space only when we feel that we 
have something worthwhile to say. We 
have tried, as far as is possible, to hu- 
manize our releases and to bring home 
to the public that a bank is a friendly 
institution composed of human beings 
who are anxious to help or to serve others 
as much as they can. 


Insurance Campaign 


E began publicizing the life insur- 

ance trust in the spring of 1938. 
Our thought at that time was that chang- 
ing economic conditions had completely 
altered many of the situations under 
which wills had been drawn and life in- 
surance programs arranged. We felt 
that because of the investment situation, 
much of a man’s intent would be frus- 
trated and that his family might suffer 
because of preferred bequests to others. 


Through the medium of the news re- 
lease we advocated revamping of wills 
to bring them into line with present day 
conditions. We suggested that the in- 
dividual first make certain of funds for 
his immediate family and then utilize life 
insurance for assuring those sums, as 
well as for bequests or endowments he 
desired to leave. 


We also pointed out that the creation 
of a trust was a task in which the indi- 
vidual, his attorney, his life insurance 
underwriter and the trust officer should 
all join and work out as a unit, with each 
part of that unit supplying his recom- 
mendations and his experience. 

We have never contended that all life 
insurance should be in trust form. We 
believe that certain conditions make it 
wiser for a man to leave the principal 
with the life insurance company for dis- 
tribution. We have held that the parties 
involved should determine whether the 
plans and thoughts of the individual. 
would be best served by a trust or by the 
insurance company. Where flexibility is 
essential, we have always believed that a 
life insurance trust should be used. 

All of these facts we presented in our 
first life insurance release. Written in 
news form, it brought a gratifying re- 
sult. The daily papers ran the story in 
fairly large space while several of the 
insurance trade journals also carried it. 
In addition, the reaction of the insurance 
agents was splendid. 


Recent Experience 


INCE then we have had other life in- 

surance releases. We have publicized 
the advantages of business life insur- 
ance; life insurance itself and what it 
means to the individual and to the com- 
munity. In our last release we warned 
against the payment of principal sums 
to the beneficiaries. 

In all but the last release, which was 
in March of this year, we could not have 
asked for more space than we received in 
the newspapers. While our experience 
with the latest article was not so good, 
this was made up somewhat by the man- 
ner in which the insurance trade jour- 
nals responded. 

In all of the life insurance releases we 
have sought to bring home the underly- 
ing thought that we were motivated by a 
desire to serve the individuals of the 
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community; that we realized their prob- 
lems and were attempting to help them 
solve them. 


Two of the releases—on business in- 
surance and on insurance trusts—we had 
reprinted, offering the reprints free to 
all general agents and branch managers. 


Our attempts to publicize life insur- 
ance, we can truthfully say, have been 
well received by both the daily and trade 
press, have created considerable good- 
will, and, perhaps, some new business. 

: —_————_o——____ 


Opportunities in Trust Advertising 


In an article under the above title in the 
April issue of The Burroughs Clearing 
House, Albert Journeay, vice president of 
The Purse Company, Chicago, reports the 
views of a half dozen leading trust adver- 
tising experts on the effects of present day 
conditions on trust advertising. The view- 
points, well worth reading, center around 
the question: Does the fact the country is 
engaged in war lessen the appeal of trust 
messages from fiduciary institutions, or does 
the present period of uncertainty and up- 
heaval make the public more receptive to 
information concerning trust service. 
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Effect of War Bond Ads 
on Bank Advertising 


The war and the widespread advertising 
which banks have given to the promotion 
of United States Savings Bonds, are creating 
a better understanding of advertising and 
the printed word among bank and trust com- 
pany managements, Dudley Parsons, publi- 
city director of the New York Trust Com- 
pany, observed recently before a meeting of 
the Associated Printing Salesmen of New 
York. Said Mr. Parsons: 

“Always conservative, always heavily in- 
fluenced by legal counsel, the banker and, 
to an even greater extent, the trust officer, 
have in general been cautious in the word- 
ing of bank advertising, in layout and in 
illustration, and have not, as a result, often 
permitted themselves to receive the full 
benefit of the potential value existing in the 
advertising they have purchased. The free- 
dom from restraint offered by the War Sav- 
ings Bond advertising has afforded a num- 
ber of interesting and enlightening expe- 
riences which might have long been delayed 
without Savings Bond and other patriotic 
advertising. 

“The typical bank advertising of the past 
has been of an institutional nature—at least 
in publication advertising—and, for the most 
part, it was neither the experience nor ex- 
pectation of banks that such experience 
would develop much in the way of direct 
results. Some War Bond advertising has 
lived up to that expectation. But more fre- 
quently than was expected, direct results, 
congratulations, requests for permission to 
copy and other evidences of the effectiveness 
of a good message, strongly stated, have 
come to the fore.” 

—————_0 


F. A. A. in Chicago in October 


Victor Cullin, president of the Financial 
Advertisers Association, has announced that 
its members will get together for a Clinic 
at the Edgewater Beach Hotel, Chicago, on 


October 26, 27 and 28. Mr. Cullin is assis- 
tant secretary of Mississippi Valley Trust 
Co., St. Louis. L. E. Townsend, vice presi- 
dent of the Association and asst. vice. presi- 
dent of the Bank of America, San Francisco, 
is general chairman of the convention. Due 
to the war there will be no entertainment 
or other diversion from the business of the 
meeting. 

Guy W. Cooke, assistant cashier of the 
First National Bank of Chicago, is general 
chairman of the Chicago group to make ail 
the local arrangements for the convention. 
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Negotiating Satisfactory Commission Arrangements 
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ROBERT E. MacDOUGALL 
Assistant Trust Officer, Provident Trust Company, Philadelphia, Pa. 


EFORE making commission arrange- 
ments for any kind of trust business 
the following is assumed: — 

1. A fairly comprehensive cost analysis 
has been made of the Trust Department 
and of the average account in various classi- 
fications, upon the basis of which the Trust 
Department, and if possible the community, 
has adopted an adequate fee schedule of 
minimum rates, the same compensation to 
be paid the corporate fiduciary whether it 
acts alone or with others. 

2. The schedule provides that fees on 
principal are to be taken year by year. 

8. The Trust Department will not com- 
mit itself to serve at any given rate for a 
great number of years in advance, but that 
the rate shall be determined by conditions 
from time to time. 

4. Before an instrument or fee contract 
is accepted it is passed upon by an Ac- 
ceptance Committee. 


New Accounts 


Agencies—It has been found desirable to 
accept agency accounts on a temporary fee 
basis and to adjust the fees as the circum- 
stances warrant. If the fee that it is 
necessary to charge proves to be too high 
on a percentage basis, it is often desirable 
to name a flat rate. 


Deeds of Trust—A great number of trust 
customers are creating Deeds of Trust with 
the bulk of their property. Therefore, our 
fee schedules should provide, in addition to 
the annual charge, that a fee on principal 
shall be taken at the Settlor’s death, com- 
mensurate to those charged by executors. 
There seems to be little, if any, objection 
to this plan by the public. 

Wills—Fiduciaries should not obligate 
themselves far in advance to settle estates 
and manage testamentary trusts for exist- 
ing rates. Present-day rates could be 
quoted with the understanding that either 
the testator or the trust company is free to 
reconsider the arrangement at any time 
and that the same flexibility shall exist af- 


From paper presented at meeting of Philadel- 
phia Life Insurance and Trust Council, Mar h 
18, 1942. 


ter the testator’s death so that the trust 
company may negotiate with the then bene- 
ficiaries. It has been found desirable to 
stipulate that special compensation for such 
unusual work as the management or li- 
quidation of a business, shall be allowed by 
the then beneficiaries without naming any 
particular amount in advance. 


Adjustment of Commissions 
on Existing Accounts 


Agencies—Since an agency can be termin- 
ated at the will of either party, there is 
no reason why trust companies should not 
request an increase in the specified rate if 
the cost figures justify it. Adjustments by — 
personal interview are preferred to letter 
writing. Companies following either plan 
have almost invariably been successful. 


Revocable Deeds of Trust—The trust in- 
stitution should be willing to serve, even 
though the account can be administered only 
ata loss. There is no reason, however, why 
we cannot approach the settlor, or the life 
tenants if the settlor is deceased, and ex- 
plain the change in circumstances and our 
need for higher fees. Many companies have 
followed this plan with marked results, and 
one company, notwithstanding previous 
agreements, has been able to secure the 
approval of settlors to increased fees on 
principal as well. 


Irrevocable and Testamentary Trusts — 
Obviously nothing can be done about the 
principal fees in these accounts, although 
life tenants have been requested—almost 
universally successfully—to allow higher 
fees. 


Collateral Advantages 


There is ample opportunity to convert 
agency accounts into Deeds of Trust with 
obvious advantages to the settlor and the 
trust institution. Many small accounts are 
discovered that should have been closed out 
years ago. Often economies can be effected 
such as rendering quarterly instead of 
monthly statements. Also, upon the death 
of a co-trustee where another is not to be 
appointed in his place, the trust institution 
can usually absorb both fees. 
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It is obvious that such reviews should be 
continued, particularly in the larger trust 
departments. . In some accounts, reviews 
would be made annually, and in others at 
longer intervals. They should be supported 
by the maintenance of proper records that 
will enable the institution to assemble the 
information with as little delay as possible. 
The information obtained during the initial 
review will, of course, form a basis for 
future reviews. 


Treasury Yields on Valuation 
of Trust Property 


As a result of long standing criticism, the 
Treasury Department amended the regula- 
tions and reestablished the statutory basis 
for valuation of property transferred by 
gift in trust. Under Sections 113 (a) (2) 
and 113 (a) (3) of the Revenue Act, Con- 
gress had provided different bases for de- 
termining gain or loss on the sale of prop- 
erty, depending upon whether the property 
was acquired by gift or by transfer in 
trust. The Treasury Regulation, founded 
upon the contention that 113 (a) (3) re- 
ferred only to transfers in trust for a 
consideration, included voluntary transfers 
in trust within 113 (a) (2) which set 
forth a less favorable basis than the fol- 
lowing subsection. 


Under the new regulation, approved April 
11, 1942, the basis for property transferred 
in trust, voluntary or otherwise, is now to 
be governed by 113 (a) (3). This amend- 
ment is effected by TD 5137 (1942-16- 
11068). 
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Oppose Change in Security Valuation 


A resolution objecting to the proposed 
Federal legislation to change the basis of 
taxation on the sale of inherited property 
to cost to decedent rather than date of death, 
was adopted by the Central New York Trust 
Association at its annual meeting in Syra- 
cuse this month. A copy of the resolution 
was sent to Trust Committee of the New 
York State Bankers Association for presen- 
tation at their annual meeting. 


Aurie I. Johnson, vice president of First 
Trust & Deposit Company, Syracuse, led a 
panel discussion on previously submitted 
questions. The panel was composed of Har- 
old C. Beatty, vice president, Syracuse Trust 
Company, who handled legal questions; 
David T. Pyne, assistant trust officer, First 
Bank and Trust Company, Utica, who an- 
swered operating questions; George W. 
Gehm, assistant vice president, First Trust 
& Deposit Company, Syracuse, who took 
charge of questions on investments; and C. 
H. Sanford, vice president, Merchants Na- 
tional Bank & Trust Company, Syracuse, 
who handled publicity questions. 


Harry Barber, a vice president of the 
Merchants National Bank & Trust Com- 
pany, Syracuse was elected president of the 
association for the coming year, succeeding 
Cc. A. Neumeister, vice president, The Na- 
tional Bank of Auburn, who presided over 
the meeting. 


Better Bank Letters 


The banker who writes successful letters 
to customers is put under the microscope 
and his letter-writing technique analyzed 
with appropriate “do’s” and “don’ts” in 
“Better Bank Letters,” a new booklet just 
published by The Todd Company of Roches- 
ter, New York, and available on request to 
bankers. 


The book is intended to improve cus- 
tomer-banker relations by helping the bank- 
er write letters that will build his business. 
It is based on an exhaustive analysis of 
actual bank correspondence, and is written 
that the banker who runs may read. Short 
enough that its contents can be freely di- 
gested over the lunch table, the improvement 
to bank relations resulting from use of the 
principles it embodies, will help bankers 
retain old customers and attract new ones. 
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Trust New Business Column 


NE of the ten top men in American 

advertising, noting with alarm the 
widespread exodus of business men to 
Washington, said at an informal organ- 
ization meeting not so long ago that 
“the man who leaves the advertising bus- 
iness to go to Washington these days is 
nothing short of a coward.” To that we 
would like to add what he in fact im- 
plied, that the man who feels there is 
no place for advertising in a war econ- 
omy is a fool. 

At the recent Mid-West Regional Con- 
ference of the National Industrial Ad- 
vertisers Association, the nation’s indus- 
tries were urged to shift the focus of 
their copy from straight sales appeals to 
the more informative themes of avail- 
ability of products for the victory drive, 
training of employees and maintenance 
of public good will, as well as prepara- 
tion for post-war marketing problems. 


How do the trust companies fit into 
this picture? Rationing and priorities 
have in no way affected their inventor- 
ies; as a matter of fact they have more 
things te sell today than they did before 
the war, and what is more, they have 
more people to whom to sell them. We 
need only look at the experience of the 
chartered fiduciary in England to real- 
ize how propitious a time this is for 
promoting our services. In England, 
since the outbreak of the war, banks have 
been deluged with the recently drawn 
wills of individuals appointing them in 
some fiduciary capacity. The war has 
brought out in bold relief the value of 
the continuity and perpetuity advantages 
of the corporate fiduciary. There is no 
reason why the same trends should not 
manifest themselves here. Many per- 
sons who have been handling the busi- 
ness affairs of others or who have in 
the past looked after their own affairs, 
will have to find someone to do those 
jobs for them since many of them are 
being called away for military service 
or are being drafted to Washington to 
do Government work. 


If ever there was a time for fiduciary 
advertising, this is it. Trust officials 


have never had a stronger, more convinc- 
ing case to lay before the “keepers of the 
coin” than they have today. Now is the 
time for them to get up on their hind 
legs and holler, instead of sitting by 
laconically and watching the sum and 
substance of the bank’s advertising bud- 
get directed to the sale of safe deposit 
boxes and war bonds... 

* *% * 


ECENT developments which have 

accentuated the imminence of a 
widespread conscription of men for 
armed service irrespective of depend- 
ents, has greatly enhanced the practical 
importance of the successor fiduciary 
legislation recently enacted by New York, 
Pennsylvania and Rhode Island. These ° 
statutes, following the lead of Great Bri- 
tain and the Province of Ontario in Can- 
ada, provide for. the appointment of a 
substitute fiduciary where the named 
one is engaged in war service. (See 
April issue, page 429). 

Our first reaction to this legislation 
was that it opened up an entirely new 
field for trust company service and that 
trust companies in other states might 
do well to consider fostering similar leg- 
islation in their jurisdictions. After all, 
here was an opportunity to perform a 
real public service as well as get some ad- 
ditional trust business. Our enthusiasm, 
however, was not shared by those trust- 
men with whom we discussed this new 
development. One objected to it on the 
grounds that advertising for such bus- 
iness might leave a bad taste in the 
mouths of our prospects and create the 
impression that we were attempting to 
capitalize on unfortunate conditions 
brought about by the war... Another 
was opposed to taking on such accounts 
(particularly trusts) since principal fees 
would in most cases not be allowable, and 
generally it would not be profitable to 
handle such trusts with income fees only. 
On the other hand, estate administra- 
tions might prove worthwhile and, as for 
trust accounts, it is conceivable that, 
even after the individual fiduciary re- 
turns, the bank may have done such a 
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good job that it would be asked to con- 
tinue to serve. 


So far we have seen only one adver- 
tisement which has attempted to point 
out the wisdom of appointing a corpor- 
ate fiduciary to act for an individual 
trustee. Even here the copy is very care- 
fully worded and no reference at all is 
made to the legislation which permits 
such action. The “ad” belongs to the 
Bank of New York and the lead para- 
graph reads as follows: 


“Day by day the war reaches further 
into personal and family affairs. Hus- 
bands are being called into service. Part- 
nerships and business firms are being re- 
constituted. Individual trustees are find- 
ing it necessary to ask others to act in 
their stead. Investment and family ad- 
visers are frequently unable to continue 
their customary assistance.” *** 


It will be interesting to watch further 
developments... 


* * * 


RETENTION SELLING 


HE problem of retention selling, of 
guarding against the lapsation of 
potential personal trust business, is at 
least as equally important as the devel- 
opment of new personal trust business, 


particularly in times like these. For 
various reasons, figures on lapsation are 
unusually high and the immediate prob- 
lem of trust officials is to preserve con- 
tacts and to observe advanced methods 
of determining the value of appoint- 
ments under wills and insurance trusts 
as well as the cost of securing such 
business. 


In this connection, we heard recently 
from an outstanding trust new business 
man in New England, who thus outlined 
his bank’s method in facing this impor- 
tant problem: “We here have met the 
problem by going through the tremen- 
dous effort of reading each folder which 
we had in our new business files and 
disposing of them in one of two ways. 
If the folder obviously was of no value 
—and frankly it had to be obvious or 
otherwise we considered it to be of 
value—the folder was destroyed. On 
the other hand, all other folders indi- 
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cating prospective business or even 
business under which we were now 
named, were assigned to various offi- 
cers in the trust division, who made per- 
sonal calls on the individuals in ques- 
tion. The purpose of the call was, first, 
of course to bring the bank in personal 
contact again with the customer or 
prospect and, secondly, to determine 
whether there was further business we 
might procure. 


“When a call has been made the 
report is written showing the status of 
the folder and at the end of the report 
we show a ‘bring up’ date, not later 
than one year, when this folder is to 
be reviewed again, the intention being 
that each of our customers shall be 
called on at least once a year by one 
of our new business representatives or 
some of our other officers. When a call 
is made on a prospect, the date of the 
‘bring up’ depends on the conversation 
with the prospect. 


“The only danger that I foresee in 
this concentration of time and energy 
on business, prospective or otherwise, 
already in our files to the exclusion, 
more or less, of new creative contacts, 
is the possible diminution of new bus- 
iness in our trust company for some 
time to come.” 


* * * 


One of the best in a long line of ex- 
cellent advertising brochures sent out 
by the Title Insurance and Trust Com- 
pany of San Diego, Cal., we recommend 
to the attention of all new business 
minded trust advertising men. (The 
two don’t always go together) Entitled 
“What Happened to 1055 California Es- 
tates,” it discusses analytically and in 
graphic form the actual court records 
of 555 substantial California estates— 
what they were composed of and what 
happened to them during probate. The 
booklet suggests safeguards to be used 
in protecting an estate and by means of 
a pictorial graph affords a quick view 
of how the transfer of an estate by trust 
cuts costs (administration expense, 
fees and taxes) by reducing the number 
of times the estate is actually trans- 
ferred. 





Trends in Estate Planning 


HENRY S. KOSTER 
Director, Estate Analysis Co., New York City 


WHAT TO DO WITH DIVIDENDS ON 
LIFE INSURANCE POLICIES:- 


HE so-called “participating” life in- 
surance policies carry with them an 
annual distribution of excess earnings 
of the issuing insurance company, in the 


form of dividends. The three major uses 
of these dividends, with an explanation 
of the current economic effects of each 
use, are briefly described in the follow- 
ing: 

(1) Used to Reduce the Amount of 
Current Premium Payments, or Taken in 
Cash—Unless this dividend money is re- 
quired for living expenses, the effect of 
either of these uses is to give the policy 
holder additional capital funds to be re- 
invested or to be held in capital cash 
account. If reinvested in securities that 
produce taxable income, a good part of 
such income will be taken in taxes, as 
it would be added on top of other income 
of the policy holder and taxed at the 
highest applicable tax rate. If retained 
in cash, there would be no income. 

(2) Left on Deposit with the Insur- 
ance Company in a Dividend Accumula- 
tion Account—This is a form of rein- 
vesting the dividends in what might be 
termed a “savings account.” Although 
an insurance company gurantees to pay 
3% interest per annum on such accumu- 
lations, according to a recent ruling of 


the Tax Bureau such interest earnings 
are subject to current income tax to the 
policy holder, even though such interest 
is not paid out in cash but simply cred- 
ited to his accumulation account on the 
books of the insurance company. This 
form of reinvestment would again cause 
the net earnings yield to be reduced to a 
possibly infinitesimal point, especially as 
to tax payers in the high income tax 
brackets which, after the passing of the 
prospective 1942 tax law, will probably 
include most of the people. 

(3) Used to Purchase Paid-Up Life 
Insurance with the Same Insurance Com- 
pany. (Usually Referred to as Paid-Up 
Additions) — Investment-wise, paid up 
life insurance acquired through dividends 
on existing policies provides the follow- 
ing benefits: 

(a) In many companies the immed- 
iate cash value reserve of the paid-up ad- 
dition is equal to the full amount of the 
dividend originally invested—this repre- 
sents guaranteed current capital. 

(b) Each year the cash value increases 
by approximately 2% (this rate would 
vary with different insurance compan- 
ies). This 2% increase represents a 
guaranteed investment return that is not 
subject to current income taxes, at least 
as long as the paid-up addition is not 
surrendered. 
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(c) This investment return of 2% on 
current cash values, although acquired 
through an increase in the cash value 
account in the paid-up addition, can be 
used as spendable income by the policy 
holder, if desired. This may be accom- 
plished through his transferring an 
amount equal to the current cash value 
increase out of his other capital funds 
and into his spendable income account. 
This action would not decrease the size 
of his total combined current capital, as 
one capital account would go up as an- 
other capital account goes down by a like 
amount. 

(d) In the event of the death of the 
policy holder, his estate capital would be 
increased by an additional number of 
dollars representing the insurance capi- 
tal at risk during the year of death, i.e., 
the difference between the current cash 
value and face amount of the paid-up 
addition. This additional estate capital 
would represent a capital appreciation 
without income or capital gains tax. 
Furthermore, the accumulated interest 
earnings in the cash value account would 
also be free of such taxes at the death 
of the policy holder. 

(e) The cost of this insurance at risk 
is paid for entirely out of non-taxable 
income, i.e., the other approximate 1% 
earnings allowed by the insurance com- 
pany on cash values. (A 3% reserve base 
life insurance company means that that 
is what they guarantee to earn on cash 
value reserves.) This, then, would rep- 
resent the most economical method of 
paying the cost of life insurance which 
is actually at risk. 

(f) Any extra earnings of the insur- 
ance company would be declared as divi- 
dends on this paid-up life insurance, re- 
sulting in further increasing the above 
benefits. 


The current position of the tax situa- 
tion and of the capital investment mar- 
ket results in making paid-up life insur- 
ance one of the most attractive invest- 
ment mechanisms left to the public. 


* * * 


FINANCIAL DEFENSE MEASURES 
FOR THOSE “GOING TO WAR”:- 


HE axiom “when at peace prepare 
for war” should be translated these 
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days into “put your house in order before 
enlisting.” Those who shall shortly de- 
vote their entire time and energies to 
the war effort, whether it be with the 
armed forces or in some other form of 
governmental service, have many things 
to do before leaving their civilian life. 
Family finances must continue to be 
soundly managed, emergencies provided 
for, and the flow and control of family 
funds properly governed. 


The following is a partial check list 
of some of the important matters re- 
quiring attention, prior to departure. 


Securities must be serviced and phy- 
sically protected. A bank will do this 
job at a moderate fee under a securities 
custodian account. 


Securities must be sold or purchased 
at the proper time and sound basic in- 
vestment policies formulated and fol- 
lowed. An investment advisory account 
with a bank or investment counsel firm 
will supply the proper guidance. A per- 
son in whom complete confidence is en- 
joyed may be given a power of attorney 
in order that prompt action may be 
taken. A living trust with a bank, giv- 
ing discretionary investment powers to 
the trustee, would combine all features. 


Family cash should not be locked up 
in the checking account of the one who 
is absent. Joint checking accounts or 
powers of attorney are very useful for 
the payment of bills and living expenses. 


Continuing investment commitments, 
such as premiums on life insurance pol- 
icies and amortizations on mortgages, 
must be arranged for. This might be 
done through directions to the bank or 
by a family member out of capital cash 
accounts. 


Family financial records, budget oper- 
ations, and income tax returns will re- 
quire careful attention. Certified public 
accountants should be retained to make 
certain that all such matters are accur- 
ately serviced and attended to. 

Life insurance policies should be care- 
fully examined to make certain that they 
contain necessary features such as auto- 
matic premium loans, accidental death 
and disability provisions, etc. Life un- 
derwriters will competently audit pol- 
icies. 
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Plans for the disposition of the pro- 
ceeds of life insurance policies, effective 
at death, should be carefully designed 
to provide maximum continuing protec- 
tion for the family. Life insurance 
agents can supply complete assistance in 
bringing this about. 


Valid wills must be made disposing of 
estates to cover the contingency of death. 
Proper plans must be included in these 
wills so that the family’s future is fully 
protected. Proper estate managers in 
the form of executors and trustees must 
be appointed. Lawyers will draw the 
wills. Banks will manage the estates 
and carry out the terms of the wills. 
(If you happen to be one of those who 
doesn’t like banks, then try to find an 
individual with the same qualifications. ) 


A balance sheet should be drawn off 
of all family estate capital to make cer- 
tain that an adequate amount is avail- 
able to provide the desired funds for the 
family and the desired liquidity for the 
estate in the payment of heavy inheri- 
tance taxes. The services of the life in- 
surance agent and trust officer may be 
called on in solving this problem. 


Some central source should be ap- 
pointed to bring all parts of family fi- 
nances together in one picture for pe- 
riodic review and over-all attention. 


As this is an “All Out War,” we must 
go “all out” on financial and family pro- 
tection. If the absentee-elect will not 
take the initiative, then it is hoped that 
the lawyer, the trust officer, or the life 
underwriter will play his role in this 
home-front defense, and “get after” his 
client. 


More Trust Research Weeks 


The indefatigable Gilbert T. Stephenson 
has conducted three (or is it more) new 
Trust Research Weeks within a month. In 
fourteen cities, in three states, Mr. Stephen- 


son interviewed trust officers and bank di- . 


rectors, addressed life underwriters, ¢lubs, 
members of the bar, and held numerous con- 
ferences in this continuing study of trust 
business in action, sponsored by the Amer- 
ican Bankers Association Trust Research 
Department, of which Mr. Stephenson is 
director. The three states, with their dates 
and cities, were: 

Oklahoma (April 13-18): Ponca City, 
Shawnee, Oklahoma City, Bartlesville, Tulsa. 

Virginia (April 27-May 1): Winchester, 
Norfolk, Roanoke, Lynchburg, Richmond. 

North Carolina (May 4-8): Greenville, 
Rocky Mount, Durham, Raleigh. 


eS 
Fiduciaries Elect Sitgreaves 


At the second annual meeting of the 
Corporate Fiduciaries Assn., Group III, 
Pennsylvania Bankers Association, held in 
Wilkes-Barre April 27, 1942, E. Jack Sit- 
greaves, executive vice-president of the 
Easton Trust Company, succeeded Sterling 
L. Wandell, vice president, Wyoming Na- 
tional Bank, Wilkes-Barre, as President; 
Robert J. Hunter, trust officer of the First 
National Bank & Trust Company of Beth- 
lehem, was elected Vice-President. L. W. 
Korber, assistant vice president, Scranton 
Lackawanna Trust Company, continues as 
Secretary-Treasurer. 

The incoming President announced the 
keynote of the coming year would be pat- 
terned after the parent Association’s theme 
of broadening the Pennsylvania Legal In- 
vestment List in accordance with the pru- 
dent investors rule. 
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Cooperative Estate Planning 


CC S a former life underwriter, I 

A have come to the conclusion that 
the failure of more life underwriters to 
avail themselves of the advantages of 
cooperation with a trust institution is 
due to two things: 

“In the first place, they do not them- 
selves, in too many instances, know how 
to develop a cooperative situation where 
they can make the fullest use of the 
trust company. 

“In the second place, the average trust 
officer is administrative rather than sales 
minded and does not know how to coop- 
erate with an underwriter who under- 
takes to develop such a situation.” 

The speaker was William R. Spinney, 
assistant trust officer, Title Insurance 
and Trust Company, Los Angeles, and 
trust officer in charge of estate analysis, 
Union Title Insurance and Trust Com- 
pany, San Diego. The occasion: a meet- 
ing of the Los Angeles Chartered Life 
Underwriters on March 27th. 

“If I were an underwriter desirous of 
developing an estate planning situation 
where I could secure the cooperative 
assistance of a trust officer, I should 
make my approach on a tax saving, 
through estate planning, basis with a 
complete and absolute subordination of 
insurance at the start of negotiations. 

“People naturally shy from people who 
try to sell them anything. Therefore I, 
as a trust officer, am in a better position 
to sell life insurance without meeting 
resistance than I am to sell trust service, 
because I am not suspected of having 
life insurance for sale. In exactly the 
same way you can make a trust estate 
plan approach without being suspected of 
having trust service for sale.” 

“When we approach the problem of 
estate and inheritance taxes we too fre- 
quently deal in too large figures,” de- 
clared Mr. Spinney. “We believe that 
only the very wealthy man has a prob- 
lem, and most of our prospects are not 
very wealthy men; therefore, we too fre- 
quently go to a man with a modest es- 
tate and talk to him about the problems 
of a man who has a much larger estate. 
For instance, only the very wealthy are 


in a position to profitably use the tax 
avoidance device of making gifts. For 
the great majority of your prospects the 
greatest opportunity in saving taxes and 
probate expenses is in the avoidance of 
successive transfers of property from 
generation to generation. 

“When you have outlined an estate 
plan and have arrived at an irreducible 
minimum of taxes, recommendation of 
life insurance for payment of these taxes 
becomes almost automatic, and if through 
the development of your estate plan you 
can have called in the cooperative ser- 
vices of a trust company and thus have 
put a trust officer in a position to make 
the recommendation for you, you have 
tremendously strengthened your posi- 
tion. 

“Another situation where life under- 
writers and trust companies can cooper- 
ate advantageously is in the creating of 
close corporation and partnership pur- 
chase agreements. I should say nothing 
about life insurance in my approach. I 
should sell stock purchase and partner- 
ship purchase agreements, with two ways 
of financing the agreement. One way 
would be without life insurance, and I 
should say frankly to my prospects if 
they preferred that way it would be up 
to them. The second way would be with 
life insurance, and I should undertake 
to make the life insurance way so much 
more attractive that I would be re- 
quested to secure the coverage. 

“In many instances, because of our 
more naturally complementary activities 
to those of the attorneys, we can fre- 
quently help the underwriter in this re- 
lationship if we are brought into the 
picture early enough. 


“Of course we are not inviting under- 
writers with nebulous and unformed 
ideas, having prospects who are merely 
suspects, to ask us to assume burdens of 
detail which would swamp us. I am 
speaking now of the underwriter who is 
of such trained capabilities that he 
comes to us for the purpose of seeking 
our cooperation and not for the purpose 
of asking us to do detail work which 
he has absolutely no idea how to do.” 
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Pension Trust Developments 


HE trend of pension trusts is to- 

wards the non-contributory plan in 
the opinion of Denis Brandon Maduro, 
Esq., New York attorney and counsel to 
the law and legislation committee of the 
National Association of Life Under- 
writers, addressing the annual seminar 
luncheon of Boston Life Insurance and 
Trust Council recently. 


In Mr. Maduro’s opinion, the non-con- 
tributory form is desirable when the in- 
stalling industry or corporation plans to 
accomplish, through such pension, l. 
Reduction of turnover among employes. 
2. Increase employe-loyalty. 3. Reward 
employe-loyalty. 4. Provide retirement 
benefits. But when the primary purpose 
is to promote employe-thrift, he believes 
the contributory plan advisable. 


The possibility of the government’s 
extending the present Social Security 
base will depend to a great extent on 
what private industry does voluntarily 
in the matter of pension security for 
employe-retirement, said Mr. Maduro. 
Despite war conditions and attendant 
confusions, he believes that corporations 
and private business are manifesting in- 
creasing interest in sharing profits with 
employes. He warned, however, of the 
importance of distinguishing pension 
plans from bonus and _ profit-sharing 
plans. They are fundamentally differ- 
ent in purpose, and should not be 
grouped, as at present, under a common 
tax statute. 


Meeting the _ retirement problem 
through pension plans today means 
amortizing the cost of employe retire- 
ments by setting up reserves over the 
employes’ contributory years to help 
effect such amortization. The Treasury 
leans towards the lower-bracket em- 
ploye, or such companies as provide pen- 
sion plans for retirement for at least 
70% of its employes or a large group of 
“non-favorite” top executives. The rea- 
sonableness of tax applications to corpor- 
ation pension plans should not, however, 
be left to the judgment of a Collector 
of Internal Revenue in any district. 
Citing the conflicting attitudes on the 


part of employers, employes, trust and 
life insurance companies and the govern- 
ment concerning the reason for putting 
pension plans into effect, Mr. Maduro 
declared that, while the Treasury de- 
partment is primarily interested in the 
tax incentive statute, the legislature 
tends to question whether or not the 
social benefits from pension plans are 
not greater than possible revenue derived 
from taxes. He cited the Randolph Paul 
viewpoint which “tends to promote the 
viewpoint of the benefits to be derived 
by the employes as the measuring stick 
for tax allowances.” 


Further confusion exists, in Mr. Ma- 
duro’s opinion, because of “lack of under- 
standing of the fundamentals of pen- 
sion, profit-sharing and bonus plans, and - 
vital need for differentiation as to their 
purpose.” He notes a “tendency among 
employer groups to confuse pension plans 
with the subject of compensation. Pen- 
sion plans are not deferred compensation 
to the employes, but rather incurrments 
of business expenses for the accomplish- 
ment of definite business functions, 
whereas bonus and profit-sharing plans 
tend to be methods of payment of com- 
pensation or increased rewards for ser- 
vices. On the tax basis, particularly, 
these fundamental differences should be 
recognized.” 


After discussing at some length the 


‘ various forms which pension plans take 


according to the individual corporation 
or business picture, Mr. Maduro cited 
reasons why employes should not be 
asked to contribute in most cases to re- 
tirement pensions. If the cost of the 
proposed pension is to great, cut the 
benefits rather than ask the employe to 
share in the cost of his own retirement, 
he advised. 


He advised particularly that invest- 
ment in pension plans should depend on 
the benefits intended rather than that 
the intended benefits should be made to 
fit some standardized plan proposed by 
sales organizations such as life insur- 
ance companies or trust companies who 
seek to accomplish service-results with 
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as little cost as possible. He advised 
tailor-made pension plans for each group 
to be covered, and the type of investment 
chosen which best fits into the goal-plans 
rather than adapting the results to the 
available plans. 


Mr. Maduro called special attention to 
Mr. Paul’s recommendation No. 8 in the 
March 23 memoranda which, he contends, 
suggests or presents a new theory of in- 
come tax into the law—that of vested 
benefits rather than actual or construed 
benefits to the employe. 


Franklin W. Ganse, C.L.U., 84 year 
old tax and estate consultant, and 
founder of Boston Life Insurance and 
Trust Council movement (in 1930) spoke 
briefly concerning “Making Gifts Under 
Present Exemptions and Tax Rates.” 
He warned of the drastic advances, pos- 
sible as great as 20 to 1, which estate 
taxes will receive under the 1942 Rev- 
enue Act. Thomas G. Brown, Council 
president, had the seminar session in 
charge with an outstanding attendance 
from the fiduciary, legal and business 
world of Boston. George W. Twigg, Jr. 
and P. Stokes Gaither shared co-chair- 
man responsibilities for the outstanding- 
ly successful meeting which was closed 
with a question period. 


Will Contest Winners 


Prize winners in the first annual Will 
Drafting Competition sponsored by the 


- Bankers Trust Company of Detroit were 


announced late last month by Vice Presi- 
dent Allen Crawford. (See Page 160, Feb- 
ruary 1942 Trusts and Estates, for comment 
on this undertaking.) The prizes—$50 and 
$25 for each of the law schools in Michigan 
—went respectively to: 

W. C. Bullard and S. W. Boyce, Jr.—Uni- 
versity of Michigan. 

W. J. Schultz and E. D. Devine, Jr.— 
University of Detroit. 

E. C. Whiting and J. F. Russell—Detroit 
College of Law. 

J. R. W. Holland and G. V. Holland— 
Wayne University. 

Judges for the contest were Thomas C. 
Murphy, Wayne County Probate Judge, 
Fred G. Dewey, president of the State Bar 
of Michigan, and Nelson F. Adams, trust 
officer of the Bankers Trust Company. 
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Insurance Trust Councils in Estate Planning 


L. N. WOODWARD 


Assistant Trust Officer, Bank of America National Trust and Savings Association, 
Los Angeles, California 


HE writer cannot vouch for the 
truth of the story, but it came from 

a source believed to be reliable, that dur- 
ing a recent “black out” in a neighbor- 
ing city (it could not have happened in 
Los Angeles today) a life underwriter 
and a trust officer found themselves a 
mile or two out of town with but one 
flashlight which the ever cautious trust 
officer had brought along. As the trust 
officer amused and endangered himself 
by pointing his light skyward, he asked 
the life underwriter if he wanted to 
climb the beam. “Do you think I’m 
crazy,” said the life underwriter, “I’d 
get half way up and you’d turn it off.” 
It was with this spirit of cooperation 
that fifteen life underwriters and fifteen 
trust officers of Los Angeles found them- 
selves sitting together at a dinner table 


on August 20, 1940, to hear Roy H Booth, 
of The National Shawmut Bank of Bos- 


ton. Around that table the seed of co- 
operation was sown, but it was almost 
a year later that the “Life Underwriters 
and Trust Council of Los Angeles” burst 
from the bud as an organized council. 

During this period of germination, 
dinner meetings were held periodically 
from four to six weeks apart. These 
meetings were completely informal as 
no organization was yet in existence and 
actually none contemplated. The meet- 
ings were guided by two committees of 
five members each, one representing the 
life underwriters and one the trust offi- 
cers. The purpose of these meetings was 
one of mutual education and, perhaps of 
greater importance, to get to know each 
other by first names, developing friend- 
ship and cooperation to the point where 
there was absolute faith and confidence 
among all members. It was definite in 
the minds of all that a Council would not 
be formed; that if one ever came into 
being it would be by the process of 
evolution and not revolution. 


In this frame of mind we settled down 
to this series of meetings, listening to 
the reading of the educational, social 
and business background of each and 
asking questions. In asking these ques- 
tions and in giving the answers no 
quarter was asked, no holds were barred 
and no punches pulled. 

As we become better acquainted with 
our life underwriter friends we came to 
the realization that the insurance needs 
of the people of our community were be- 


ing served by life underwriters who , 


coupled real ability with a service motive 
not surpassed in any American commun- 
ity today. It is the hope of those of us 
in the trust business that we may mea- 
sure up to the same high caliber of the 
life underwriters in our Council. With 
cooperation we can serve with only the 
best interests of our mutual clients in 
mind. 


Information, Please 


OR life underwriters and trust offi- 

cers in other cities who have not 
yet realized the value of such coopera- 
tion to the citizens of their community, 
some of the questions which members of 
our Council asked each other during 
those get-acquainted sessions may -prove 
of interest. 

The following questions were asked of 
the trust officers by the underwriters. 

Q. “How large should a man’s estate 
be before he is an interesting prospect 
to a trust officer?” 

A. “This is difficult to answer with 
one figure, for in many cases we know 
that ‘From little acorns big oaks grow.’ 
We may say, however, that we will co- 
operate with you 100% on any problem, 
whether it arises from a $1,000 policy 
on the life of one insolvent or some large 
transaction. Frankly, in the final analy- 
sis, we won’t accept business unless we 
receive a fee that will give us a reason- 
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able profit for our service, but we will 
help you on your end and never let you 
down. We suggest that you let us worry 
about the fee. Our recommendations will 
be straightforward and honest at all 
times whether we accept or reject ap- 
pointments. As to rejections, we’ll prob- 
ably be able to suggest a substitute in 
each ‘case. On the other hand, no case 
is too small if our service is really needed 
and no substitute can be found. We are 
not going to let the public down, either.” 

Q. “Would it be a good idea for us to 
have one of your officers meet with our 
wealthier clients for luncheon, for in- 
stance, and then let nature take its 
course?” 

A. “We want life underwriters to 
bring prospects to us for conferences in 
order that the party concerned may learn 
from us first-hand our recommendations. 
We think this is the best kind of selling 
for the life underwriter. We shall be 
glad to have the life underwriter ask us 
to go with him to talk to prospects, es- 
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pecially when a three-cornered confer- 
ence would enable the life underwriter to 
get an appointment more easily. There 
is no objection to night appointments, 
inasmuch as most trust institutions have 
officers available and willing to spend 
extra time in helping life underwriters.” 

Other questions asked by Life Under- 
writers, the answers to which are not 
herein set forth were: 

1. Are we overstepping our bounds if 
we suggest that an individual make his 
will and then suggest an attorney if he 
has no attorney; also a trust company 
as executor? 

2. What information do you want us 
to get in order that the underwriter and 
trust officer may have a preliminary dis- 
cussion about the case? 

3. To what extent are the trust offi- 
cers prepared to go in preparation of 
estate analysis based upon the informa- 
tion we submit? 

4. Do you believe that life insurance 
is an integral part of estate planning? 

5. Large life insurance policies, many 
wills and trusts, are purchased and sold 
as the result of what we consider the 
proper approach of the day—the Estate 
Analysis. Some trust institutions have 
their Estate Analysis Divisions; others 
have Trust Advisors who collaborate with 
the trust departments’ Tax Divisions and 
many life underwriters burn gallons of 
midnight oil in concocting plans to show 
the prospective insured what to do. 
Therefore, I would like to ask the opin- 
ion of the trust group as to how far we 
should go in trying to set up life insur- 
ance policies which will not be subject 
to federal estate tax, and protect our- 
selves in the event of new laws. 


Underwriters Questioned 


HE following were questions ad- 
dressed to the life underwriters by 
the trust officers: 

(1) What is the present attitude of 
most life insurance companies concern- 
ing the retention of funds upon the ma- 
turity of the policy and payment of in- 
terest thereon to beneficiaries? 

(a) Do the companies want their rep- 
resentatives to encourage Option- 
al Settlement Plans? 

(b) What is the prevailing rate? 
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(c) Is there any movement under way 
to freeze the terms of these agree- 
ments in order that the flexibility 
and contingencies will not work a 
hardship upon the insurance com- 
panies to the extent that they will 
actually be operating individual- 
ized trusts? 

(2) Would it be to our client’s interest 
to include in the trust instrument power 
for the trustee to purchase life insurance 
on the life of the beneficiary or benefic- 
iaries? 

(3) Do you think that the average 
life insurance underwriter has a full 
knowledge of the manner in which we 
operate as corporate fiduciaries and what 
we charge for our work? 

Most of the questions and answers 
were never recorded, but they were 
thrashed out to the complete satisfac- 
tion of all concerned. Although it is 
difficult to actually segregate dollars and 
cents that have been made by either 
group as a result of cooperation, it is 
agreed that proper cooperation between 
these groups is of real value to clients. 
And real service will always produce a 
profit to those who serve. 


Business Insurance Agreements 


One of the finest monographs ever 
written on the subject of business in- 
surance agreements was recently issued 
by the New England Mutual Life Insur- 
ance Company of Boston. The author 
is Robert J. Lawthers, manager of the 
company’s Benefit Department and a 
leading authority in this field. 

In straightforward language, Mr. Law- 
thers takes the mystery out of what has 
often been considered a difficult set-up. 
By discussing the essential features of 
an ideal plan, and raising important 
questions to consider in formulating it, 
he unfolds in a new light the functions 
and advantages of business insurance 
arrangements. 

While no attempt is made to lay down 
hard and fast rules as to the form which 
the agreement should take, Mr. Lawthers 
outlines the fundamental considerations 
in such a way as to make this brochure 
“must” reading for trust officers and 
attorneys—as well as life underwriters. 
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Executors are invited to sell 
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to one of Fifth Avenue’s oldest jewelers 


Executors of estates will find 
this new Brand-Chatillon service 
of material assistance in the 
quick conversion of diamonds, 
gold jewelry, and silver into 
cash. The long established 
Brand-Chatillon reputation as- 
sures accurate appraisal and the 
best possible prices—particularly 
high at the present market. 


We invite your inquiries. 


BRAND-GHATILLON . 


H. S. Fischer, Ine. 
703 Fifth Avenue « St. Regis Hotel : New York 
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Community Trust Disbursements 


Resources of The New York Community 
Trust rose to $11,265,624 at the end of 1941, 
compared with $9,409,021 a year earlier, ac- 
cording to its annual report published this 
month. The funds composing the composite 
charitable trust now number 58 and incom- 
ing grants received during the year totaled 
$809,988. 


Appropriations of $398,504 in 1941 repre- 
sented an increase of 75% over the $222,964 
disbursed in 1940 and brought cumulative 
disbursements to more than $3,000,000. The 
two largest allotments in the year’s opera- 
tions, $65,000 and $50,025, were paid to The 
Salvation Army and the American Red 
Cross. Of 1941 outpayments, 47% were 
made to New York City organizations, 22% 
to institutions outside New York and 31% 
to national agencies. 


Thomas M. Debevoise and Winthrop W. — 
Aldrich are Chairmen, respectively, of the 
Distribution Committee and Trustees’ Com- 
mittee. Ralph Hayes is the Trust’s Direc- 
tor. 
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Urges Deduction for Life 
Insurance Premiums 


Proposal that the Treasury Department 
permit a deduction, before income taxes, for 
payment of life insurance premiums was 
made by Roswell Magill, former Undersec- 
retary of the Treasury and now professor 
of law at Columbia University, before a re- 
cent meeting of the New York Chapter of 
the American Society of Chartered Life 
Underwriters. 

Dr. Magill said that such a provision 
would be a logical and desirable recogni- 
tion of the importance of life insurance to 
the average American’s lifetime financial 
program. 

“A deduction for life insurance prem- 
iums,” he said, “would be almost as justi- 
fiable as the deductions now allowed for 
charitable contribution.” 

Any such provision, Dr. Magill explained, 
should be limited, however, to a definite 
percentage of income “to prevent its use in 
unjustified cases for deliberate tax avoid- 
ance.” 

“Under present conditions,” he added, “the 
middle class individual will have little in- 
come left after payment of living costs and 
income taxes. Because of existing tax 
schedules, however industriously he saves, 
he cannot build up much of a competence 
for his dependents. 

“Life insurance is almost the only way 
he can now assure protection of his family. 
Hence, unless something is done to enable 
him to carry adequate life insurance pro- 
tection, the American tradition of individual 
provision for one’s dependents may be 
broken down, with a great loss to the coun- 
try as a whole.” 

From the government’s standpoint, it 
seems entirely logical that investment in 
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life insurance should be encouraged, Dr. 
Magill continued, “because, like the purchase 
of war savings bonds, it tends to reduce the 
possibility of inflation. The money that 
goes into life insurance premiums is not 
used for consumption, but for investment in 
government and industry. As a matter of 
aid to the country’s war effort, it is about 
as good an expenditure as could be made.” 


0 
Effects of War on Life Insurance 


The war will have far-reaching effects on 
life insurance, Clyde S. Casady, executive 
secretary of the Savings Bank Life Insur- 
ance Council of Boston, told a seminar 
meeting of the Boston Chapter of the 
American Institute of Banking. Mr. Cas- 
ady warned that new sales would decrease 
for the time being “except to wage-earn- 
ers and executives in defense industries, 
who will become an increasing proportion 
of potential buyers. 

“Many salaried workers, professional 
men, salesmen and persons employed in 
non-defense industries who face rising liv- 
ing costs, taxes and possibly curtailed in- 
comes will have to make adjustments in 
their present insurance programs. There 
will be less emphasis on high premium en- 
dowments and retirement income plans; 
more on straight life, paid up at age 65, 
and term insurance.” 


a 


March Tax Collections Reach 
New Peak 


The heaviest tax collection in the history 
of the United States Treasury closed March 
31 with more than three billion dollars of 
income and excess profits taxes received. 
This is more than two and a half times 
the $1,197,680,363 collected in the corre- 
sponding period last year. 

Added to the $413,974,819 of income and 
excess profits taxes collected in January and 
February, revenues from these sources for 
the first quarter of this year are expected 
to exceed $3,500,000,000. Last year the first 
quarter total was $1,374,381,096. 

Although March receipts smash all ex- 
isting records, they still lag behind expendi- 
tures. In the first 28 days of March, spend- 
ing totaled $3,151,774,153, of which $2,544,- 
207,059 was for defense. Since the begin- 
ning of the fiscal year on July 1, 1941, 
revenues have totaled $8,944,107,427 and 
expenditures $19,965,440,928, of which 
$15,060,228,942 was for defense. 





Trustees Intermediate Accountings 


Frequency of Adjudication Would Serve Beneficiaries 


and Trustees Alike 


WILLIAM M. BAKER 
Assistant Trust Officer, The Summit Trust Company, Summit, N. J. 


Mr. Baker graduated with the 1941 class of The Graduate School of 
Banking, submitting as his thesis a study on “Trustees’ Intermediate Ac- 


countings in New Jersey.” 


Much of the material in the thesis is of general 


interest to all trust men and Mr. Baker has consented to summarize it 


for readers of Trusts and Estates. 


The thesis is available at the library 


of the American Bankers Association, 22 East 40th Street, New York 
City.—Editor’s Note. 


N many States, the law does not re- 

quire periodic accountings, nor does 
it prescribe the contents of accounts. 
The following questions suggest them- 
selves in these states: 


1. Is the beneficiary adequately pro- 
tected, where he, rather than the court, 
has to take the initiative to compel 
the trustee to account? 


. Is there adequate protection to the 
trustee, where he can be permitted to 
account at long intervals, thereby in- 
creasing his potential liabilities ? 

. In other words, should our laws be 
changed so that accounting procedure 
would be more of a prevention against 
trouble to both beneficiary and trustee 
rather than being methods of proce- 
dure when trouble is at hand? 


. Some trust men (as will be shown 
later) favor annual accountings on all 
trusts. Others consider too frequent 
accounts as of burdensome expense to 
the trust as well as to the operations 
of the trust department. Is there any 
rule that could or should be adopted as 
a compromise to these viewpoints? 


These problems are reviewed in the 
light of opinions of various authorities 
and experiences of trust men of differ- 
ent states. 


Law and Practice in New Jersey 


HE law pertaining to the duty of a 
trustee to account in New Jersey is 
as follows: 


R.S. 3:10-6. A guardian or trustee ap- 
pointed by the ordinary, orphans’ court, 
or surrogate, shall file with the register 
of the prerogative court or exhibit to the 
orphans’ court, as the case may be, once 
in three years, and oftener if required, 
an account of the personal property he 
receives, and of the rents, issue and profit 
of any real estate in his possession be- 
longing to his ward, or held in trust. 


The courts have ruled that this statute 
is merely directory (Heath v. Maddock 
(1913) 81 N.J. Eq. 469). A non-compli- 
ance unattended by fraud, gross neglect, 
or indifference to duty is not a cause for 
removal from office. The actual opera- 
tion of this act permits the trustee to 
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account within the period of three years 
only if he desires, and also to permit 
a beneficiary to compel an accounting 
within this period. 

In connection with this study, replies 
to a questionnaire were received from 
thirty-seven “medium” or “large-sized” 
trust departments in New Jersey, en- 
gaged in probate and personal trust bus- 
iness for twenty years and upwards. A 
summary of the replies shows that 83.5% 
considered it a desirable practice to ac- 
count at reasonably frequent intervals. 
Those objecting indicated costs (attor- 
ney’s fees were generally mentioned 
here) as the chief reason. 


As to the frequency of filing intermed- 
iate accounts, 49.8% have adopted a pol- 
icy of every three years on all trusts; 
24.3% file every three years on large 
trusts (presumably over $25,000) and at 
less frequent intervals for smaller trusts; 
8.1% file on all trusts every five years; 
17.8% have no definite policy but file as 
circumstances indicate for each trust. 


TRUSTS and ESTATES—May 1942 


On the question of whether or not a 
mandatory accounting statute is desir- 
able for New Jersey, 83.5% did not think 
so. Of this group, 64% specifically in- 
dicated that they objected chiefly on the 
grounds of an expense burden to smaller 
trusts. The remaining 36% disapproved 
largely to disturbing our discretionary 
privilege, and pointed out that under our 
present law beneficiaries have the right 
to compel an accounting if they so desire. 


Connecticut Views 


GAINST the practice under the com- 

mon law of accounting largely at 
the discretion of the trustee, it is inter- 
esting to compare the procedure under 
some other jurisdictions where, either 
by law or custom, the trustee has fol- 
lowed a practice of filing frequent ac- 
countings with strict regularity. Con- 
necticut has a mandatory statute com- 
pelling annual trustee accounts; Massa- 
chusetts, while not strictly mandatory in 
the application of its law,! has a gen- 
eral practice among its trust institutions 
of filing annual accountings. 


One Connecticut trust officer explains 
some of the present aspects of their ac- 
counting law as follows: 


... “The 1939 meeting of the Connecti- 
cut Legislature passed an act enabling 
probate courts for the first time to ad- 
judicate trustee’s annual accountings. 
These accounts were heretofore required 
of all testamentary trustees, but there 
was a question as to whether or not the 
probate courts had full power to adjudi- 
cate them. This meant that many trus- 
tees in the state, corporate and other- 
wise, did not go to the trouble of notify- 
ing all interested parties, contingent or 
otherwise, on an accounting proceeding. 
With the new statute, however, the courts 
have rearranged their procedure and we 
now find that different arrangements 
have been made by the various probate 
courts in accordance with the discretion 
given to them. Although annual ac- 
countings are still required we find that, 
for example, the probate district of Hart- 
ford adjudicates accounts once every 
three years for small trusts, once every 
two years for the medium trusts, and 


1. Letter 3/17/41 from Guy Newhall, author ‘“Set- 
tlement of Estates, and Fiduciary Law in Massa- 
chusetts.”” (E. W. Hildreth, Boston.) 
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annually for the larger ones. On the 
other hand, the probate district of New 
Haven adjudicates each account as filed.”2 


Of twenty replies from leading Con- 
necticut trust institutions, seventeen ap- 
proved of their mandatory law with a 
few minor reservations, such as the size 
of the trust to be exempted. Five stated 
that the minimum should be $5,000 in- 
stead of the present $500, with the pro- 
vision for accountings every three or five 
years. Two placed the minimum at 
$2,000, and one at $1,000. The great 
majority of expressed opinion revealed 
that the protection afforded from fre- 
quent disclosures was the primary con- 
sideration. None of the replies referred 
to an expense burden to the trust depart- 
ment in preparing frequent accountings. 

Of the three that disapproved of their 
present law, only one placed no limit as 
to when an accounting should be filed. 
Their attitude can be generally charac- 
terized as being very conservative and 
cautious. 


Massachusetts Procedure 


ECTION 1, Chapter 206 of the Massa- 

chusetts General Laws requires that 
a trustee under bond to a judge of pro- 
bate, “shall render an account relative 
to the estate in his hands at least once 
a year, and at such other times as shall 
be required by the court, until his trust 
is fulfilled, but the court may at his 
request excuse him from rendering an 
account in any year, if satisfied that it 
is not necessary or expedient that it 
should be rendered.” 

Although it is not strictly a manda- 
tory law, such a custom has developed of 
filing annual accounts in many of the 
counties, that two of the trust men of 
leading institutions advised that the law 
was mandatory, and many of the remain- 
ing replies appeared to assume this to 
be so. 

Guy Newhall, prominent Massachus- 
etts attorney, has pointed out, however, 
that it is somewhat similar to the oper- 
ation of the New Jersey law in that if 
the trustee neglects to account, any party 
interested in the trust may file a simple 


2. Letter, 3/20/41, Mr. Elton T. Perkins, Trust 
Officer, The Second National Bank, New Haven, 
Conn. 
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petition asking that he be ordered to 


account. In practice, nevertheless, the 
court automatically issues an ex parte 
order requiring an account to be filed 
on or before a certain date. If it is not 
filed on that date the party requesting 
the account may petition for the trustee’s 
removal. 


The procedure as to filing and hear- 
ings is not unlike Connecticut’s in that 
accounts may be filed for a period of 
time, generally three years, and then an 
allowance requested on all the account- 
ings on the filing of the third account. 
When an account is simply filed there is 
no expense other than a $3.00 filing 
charge made by the court. At the time 
an adjudication is to be requested, an 
attorney intervenes and is granted an 
allowance depending upon the size and 
circumstances of the trust. 


Of 16 replies from representative trust 
institutions, 13 favored their present 
practice of filing annually. One pre- 
ferred the Delaware rule mentioned 
below, and two a full discretionary law. 
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Here, as in the Connecticut group, the 
Massachusetts men considered the pro- 
tection gained through disclosures at 
frequent intervals far offsets any cost 
or trouble involved in preparing annual 
accounts. 


Thus, of the total of 36 replies from 
Connecticut and Massachusetts, only 
three indicated a choice for full discre- 
tionary powers to the trustee relating to 
filing his intermediate accounts; three 
regarded some discretion as to frequency 
of filing as desirable, but would limit 
it within certain maximum periods; the 
remainder approved of their present 
practice of filing annual accounts. 


Contrasting Opinions on 
Mandatory Laws 


NE outstanding authority has re- 

cently observed: “If I were rewrit- 
ing the statutes of the various states, 
I would require that all trustees .. . 
should make annual and definite judicial 
accountings, not for the protection of 
the beneficiaries, but for the protection 
of the trustees themselves.’ 


The general position of those differing 
with this view is that, under the opera- 
tion of the common law, there is an op- 
portunity for adequate protection to trus- 
tees and beneficiaries alike. 


“In some instances and from some 
types of offenses, self discipline by .. . 
organized institutions has been adequate 
and effective. For example, the personal 
trust business under organized corporate 
fiduciaries appears to function without 
further governmental action than the 
passive one, namely the administration 
of the common law. 


“The explanation probably lies in the 
fact that the threat of action for dam- 
ages is sufficiently real in connection 
with this type of activity. Consequently, 
carelessness or fraud in handling person- 
al trusts is not only quickly detected but 
procedure for correction is in fact auto- 
matically initiated under the common law 
by some injured persons.’ 


. Shattuck, Mayo A., “‘Trustee’s duty to inquire 
into Acts of Predecessor,” Trusts and Estates, 
February 1940, p. 162. 

. Smith, James G., “Twentieth Century Capital- 
ism,”’ Trusts and Estates, July 1938, p. 11. 
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It is our opinion that under a common 
law practice, carelessness or fraud in 
handling personal trusts is not quickly 
detected, nor can it be said that prompt 
action is generally taken by the injured 
beneficiary. We agree with Professor 
Bogert that under this method the bene- 
ficiary usually gets “what he is strong 
and prudent enough to get, or what for- 
tunately comes to him by grace of his 
trustee’s conduct.” If the common law 
operated otherwise, we would not find 
so much thought and effort being put 
forth to strengthen our accounting laws 
as evidenced by the Uniform Trustees’ 
Accounting Act which requires annual 
accounting. 


Effect of Mandatory Law 


ANY trust men, not accustomed to 

a mandatory statute, objected on 
the grounds of (1) expense to the trust; 
(2) no need for it, as the courts are al- 
ways available for the relief of the trus- 
tee or beneficiary; (3) trouble and in- 
creased expense in filing frequent ac- 
countings. These criticisms are not to 
be dismissed, but it seems to us that 
the important advantage of frequent dis- 
charges of liabilities to the trustee is 
not given adequate consideration and 
weighed against any of these disadvan- 
tages. 


We think a sound test would be to 
speculate on the effect of a mandatory 
law on trustees’ accountings if it had 
been in operation for the past twelve 
years—to suppose, for instance, that 
annual accountings were required (at 
least on the larger trusts), and that full, 
accurate, and significant disclosures were 
made in such accountings. Under this 
practice, the effect of the judgment and 
decisions of the trustee in 1929 would 
have been shown a few months later in 
1930, and every following year an ac- 
count would tell the story of the trustee’s 
administration and all changes made in 
the assets of the trust during the pre- 
vious twelve months. 


What has actually happened in num- 
erous cases is that in all those states 
where the duty to account is discretion- 
ary, the product of judgments formed in 
the boom years of the ’20s was inglori- 
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ously brought to light when accountings 
were filed five, ten, or fifteen years later 
during the depression. When reviewed 
at short intervals, declines in values and 
changes in character of the investments 
could frequently be reasonably explained 
and accounted for. However, when not 
revealed until the full weight of several 
depression years had worked its havoc, 
such declines and changes have in many 
instances appeared shocking to the bene- 
ficiaries and to the courts, and have been 
impossible for the trustees to explain 
convincingly. 

There is also the consideration that 
the common law procedure of accounting 
serves chiefly as a remedial measure — 
the courts are called upon after the 
alleged damage has occurred. The best 
remedy is a preventive one and a statute 
compelling reasonably frequent account- 
ings, full disclosures, and granting a 
complete discharge to the trustee, would 
serve that purpose. 


Frequency of Accountings 


N important consideration in deter- 
mining the frequency of mandatory 
filing is the fact that rights can best 
be ascertained at or near the time they 
are alleged to have been infringed. As 
one authority has observed: “The fi- 
duciary should have the opportunity to 
present for legal adjudication his acts 
periodically and while all factors relating 
to them can be viewed in the setting in 
which they have been created.’’5 
The general practice among the trust 
men of Connecticut and Massachusetts 
referred to is to file accountings annu- 
ally, providing the chief beneficiaries 
with copies, and with the filing of the 
third accounting, a formal hearing is 
held and adjudication requested for all 
three accounts. Although the trustee is 
thus not legally discharged as to all in- 
terested parties until after three years, 
it is felt that substantial protection is 
obtained by annually disclosing even in- 
formally the condition of the trust. 
Delaware has a mandatory accounting 
statute requiring the filing of trustees’ 
accountings on the following basis: 


5. Roseberry, “Clearance Through Accountings,”’ 
p. 135, Trusts and Estates, Aug. 1939. 
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Your trust department may not be as 
badly off as the one which recently ran 
the above ad, but virtually all institu- 
tions have suffered personnel-wise— 
and will more so in the future—as a 
result of the war. 


Since there is a premium on quali- 
fied trust personnel, the problem of 
training men—and women—to carry 
on will become increasingly important 
and difficult. 


To aid in meeting these conditions, 
TRUSTS and ESTATES has revived 
one of the best manuals of instruction 
in the fundamentals of trust department 
operations: 


BIXBY’S TRUST FUNCTIONS 
SIMPLIFIED 


Price: $1.00 post-paid 


Order from 
TRUSTS AND ESTATES 
50 East 42nd St. New York 


NOTE: A bibliography of books on 
all phases of fiduciary work will be 
sent on request, without charge. 
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Size Frequency 
Under $25,000. Once every 5 years. 
$25,000 to $100,000. Once every 3 years. 
Over $100,000. Once every 2 years. 


Among New Jersey trust men, 20 out of 
87 considered this rule a _ reasonable 
arrangement for the filing of accounts 
under a mandatory law. Only one of the 
replies from Connecticut and Massachus- 
etts approved of following the Delaware 
idea. Those criticizing the plan pointed 
out that the size of the account had no 
bearing as to the desired frequency of 
filing. One commented that in some in- 
stances an account under $25,000 with 
hostile beneficiaries may mean that ac- 
countings should be filed more often than 
every five years, whereas another account 
many times that size may be in such a 
secure position that an accounting at 
ten year periods would be sufficient. 

In our opinion, a reasonable period to 
adopt for a mandatory law is every five 
years for trusts $25,000 and under, and 
every three years for all trusts over 
$25,000. These periods are maximum, 
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and the statute should have the flexibil- 
ity of permitting more frequent filings 
for proper cause shown either by the 
beneficiary or the trustee. The trustee 
could then under any circumstances have 
the opportunity to request an adjudica- 
tion for his acts “while all factors relat- 
ing to them could be reviewed in the 
setting in which they were created.” 


A sound procedure for the surrogate 
court would be to accept at the option 
of the trustee individual annual account- 
ings, so that a trustee may have five 
annual accountings on a trust under 
$25,000, and three on a trust over that 
amount—all to be filed at one time for 
allowance. This will permit the care- 
ful trustee to prepare his accounts an- 
nually if he desires and provide the 
chief beneficiaries with copies. This 
would give substantially the same pro- 
tection which the Massachusetts and 
Connecticut trust men have through 
yearly disclosures. 


The Problem of Attorney’s Fees 


N Connecticut and Delaware, the only 

cost involved in filing intermediate 
accountings is the filing charge of the 
courts. In New Jersey the trustee has 
to employ counsel and the resulting extra 
cost cannot be overlooked in any fair con- 
sideration of mandatory laws in inter- 
mediate accountings. If the legal fees 
are excessive, it will work a real hard- 
ship on all trusts, particularly the smaller 
ones.® 


Macaulay said, “men are never so like- 
ly to settle a question rightly as when 
they discuss it freely.” We believe that 
under a statute compelling trustees to 
account, counsel fees would become by 
necessity a subject of free discussion 
between beneficiaries, trust men, lawyers 
and the courts. Trust men have a duty 
to stand for a fair solution to this ques- 


6. Twenty-two of the thirty-seven replies to the 
New Jersey Questionnaire revealed that the ac- 
countings were entirely prepared in trust de- 
partments; eleven showed they were drafted in 
department and typed by Counsel; only three 
indicated that Counsel prepared the entire ac- 
count. The work of the Counsel appears to 
consist chiefly of preparing the petition and 
filing the account with the court. 
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tion for the protection of their own trust 
institutions and for the elevation of 
accounting standards. 

One answer to this problem has been 
suggested in the rule of some of our 
surrogates’ courts that the notice of set- 
tlement to the beneficiaries must set 
forth the amount of the fee to be re- 
quested by the attorney and the trustee, 
and the attorney must file an affidavit of 
services on which his fee is based. The 
courts have a record of jealously guard- 
ing the interests of the beneficiaries, 
imposing on the trustee the duty to make 
full disclosures of all material facts. We 
think there should be no exception where 
fees are concerned—either the trustee’s 
or the lawyer’s. 


Reducing Trust Costs 


Reduced income for trust beneficiaries 
points to the conclusion that there is a 
limit to the amount of trust fees that can 
be charged, and therefore, resort should be 
made to reducing costs, in the opinion of 
F. E. Atkinson, assistant trust officer, 
Rhode Island Hospital Trust Company, 
Providence. Speaking at the Graduate 
School of Banking reunion meeting last 
month, Mr. Atkinson emphasized the im- 
portance of seeking the smaller economies 
which, in the aggregate, would accomplish 
unexpectedly larger results. Among his 
suggestions were the following: 

1. Reduction in number of proofs to 
check new system after it has become 
established. 

2. Elimination of the duplicate of rou- 
tine letters (e.g. covering checks). 

3. Destruction of duplicate documents 
supporting transfer of securities after 
transfer is effected. 

4. Reduction in number of times infor- 
mation is transcribed (e.g. use the same 
record—with carbon copies if necessary— 
for several purposes as in removing secur- 
ities from the vault for sale where the pro- 
cess must go through several departments 
yet the same information should be suffi- 
cient for all. Also, tickler cards for collec- 
tion of bond interest may be used directly 
as a temporary vault withdrawal for cou- 
pon cutting. Again, avoid re-copying in 
preparation of cash statement by use of a 
system whereby the statement to the cus- 
tomer is a duplicate of the cash ledgers). 
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5. Elimination of overdiversification of 
investments (if the average holding in an 
account is much less than $3,000, the prob- 


‘ability is that the account is being handled 


at a loss, if commission is based on 5% of 
income collected). 

6. Reduction if possible in frequency of 
remittances and statements to beneficiaries; 
reduction of small bond premiums on an- 
nual rather than semi-annual basis. 


a, 


Use of Gift Tax Exemption 


Where a donor fails, within the time 
allowed, to object to the Commissioner’s ap- 
plication of the $40,000 gift tax exemption 
in assessing a deficiency, the donor may not 
later claim that he still is entitled to the 
exemption on the ground the Commissioner 
had thus deprived him of the right to 
choose the time for making tax-free trans- 
fers. So decided the Tenth Circuit Court 
of Appeals in the recent case of Phipps v. 
Commr., CCH Fed. Inh. & Est. Tax Ser- 
vice 10,145. 
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Trust Company War Work 


An article under the above title, appear-. 


ing in The Monetary Times (Toronto) for 
May 2, describes the important role which 
Canadian trust companies are playing in 
the war effort and the additional burdens 
resulting from war laws and regulations. In 
the realm of finance and taxation, their 
activities include the sale of Victory bonds, 
collection of taxes, conserving foreign ex- 
change and preventing Canadian assets 
from reaching enemy hands, not to mention 
purchases of Victory bonds for the accounts 
in their care. 


Among the new duties are the collection 
of the recently enacted Dominion Succes- 
sion Duty, the National Defense Tax (which 
involves segregation of shareholders of cor- 
porations, for which the trust company acts, 
into resident and non-resident), earmarking 
of accounts of and conservation of dividends 
for enemy aliens or residents in enemy 
countries. 


The author of this interesting article is 
G. R. G. Barker. 


Economy Corner 


Among the little luxuries we can’t af- 
ford—of a repetitive nature and there- 
fore large enough to demand attention of 
those financial institutions that fore- 
gather frequently—is that of the 
ELABORATE PROGRAM for conven- 
tions. We have before us an 80 pager 
for a state bank convention that could 
have been covered in four—excepting ad- 
vertising, separately page-framed pic- 
tures of committee members, etc., and 
lists thereof, all elsewhere readily avail- 
able. Why not save that paper for am- 
munition? It would also save a large 
aggregate of time for those who really 
want the program. The metal tied up 
in the vast number of half-tones and 
electros to print the likeness of many 
faces would often be put to better use 
today in the form of bullets to protect 
those faces. What is that old proverb 
about “Pride goeth before a fall’? And 
who can have much sympathy for the 
retrenchment policy or “poverty postur- 
ing” of such banks? 
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Flaws in the “Boiler Plate” 


A Check List for Corporate Indenture Savings 


ROBERT L. GRINNELL, Vice-president, and ELMER M. RETTIG 
First National Bank of Chicago 


VER a period of years many a cor- 

poration would save itself annoy- 
ance and expense if its financial officers, 
after completing the arrangements with 
respect to matters of primary importance, 
such as interest rates, maturity dates, 
restrictive covenants, took the precau- 
tion to check the language of the mort- 
gage or indenture as to other details. 
Experience with the operation of trust 
indentures under which such securities 
are issued indicates, however, that other 
details set out in provisions—sometimes 
referred to as “boiler plate’—do not 
receive the attention they deserve. A 
list of the items which might profitably 
be the subject of such checking follows: 


1. Conveyance clauses 


If the instrument is a mortgage or a 
pledge agreement, does the description 
of the mortgaged or pledged property 
include property of little importance as 
security which the obligor might at some 
future time wish to dispose of? If so, 
such property should be eliminated or 
the provisions with respect to its release 
should impose a minimum of inconven- 
ience upon the obligor. 

Examples of this are 
properties used for resi- 
dences of employees, scat- 
tered parcels forming no 
necessary part of the plant, 
or underlying oil or miner- 
als which are not consider- 
ed a necessary part of the 
security for the issue. 


2. Form of securities 


(a) Fully registered or 
payable to bearer:- Is it 
desirable to know at all 
times who the holders are? 
If so, and other consider- 
ations permit, it may be 
better to have the princi- 


© Moffett Studio 
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pal and interest payable to the register- 
ed holder or assigns, rather than to 
bearer. 

(b) Transfer of fully registered ob- 
ligations:- Does each transfer require 
the issuance of a new bond, or may trans- 
fer be indicated by a panel registration 
on the bond? The latter procedure may 
prove substantially less expensive. 

(c) Does the indenture require that 
when fully registered bonds are issued, 
coupon bond numbers be reserved and 
endorsed on the back of the fully regis- 
tered bonds, on the theory that the fully 
registered bonds are issued in lieu of the 
coupon bonds? This outmoded practice 
may cause unnecessary work and expense 
as bonds are called for redemption. 

(d) Corporate seal:- Where the num- 
ber of pieces is large and the time sched- 
ule short, the facsimile seal may prove 
to be an advantage over manual impres- 
sion method. 


3. Insurance provisions 


Are the provisions with respect to pay- 
ment of losses to the trustee and the 
deposit of policies with the trustee lim- 
ited to those policies which relate to the 
security as distinguished 
from those which have to 
do with public liability and 
so forth? Do the insurance 
provisions of the indenture 
permit payment of pro- 
ceeds of minor losses direct 
to the obligor, or the re- 
lease of such proceeds to 
the obligor by the trustee 
without inconvenient for- 
malities? 


4. Financial reports 


Trust indentures may re- 
quire the obligor to furn- 
ish to the trustee period- 
ically or on special occa- 
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sions information with respect to its 

financial condition or earnings in con- 

nection with: 

(a) General information of the secur- 

ity holders. 

(b) Provisions requiring maintenance 
of specified ratios of assets to lia- 
bilities. 

(c) Conditions upon which the obligor 

may issue bonds, withdraw money, 
or assume indebtedness. 
Sinking fund payments or inter- 
est payments contingent upon 
earnings, or maintenance and de- 
preciation payments or reserves 
dependent on earnings. 


Is it clear that all such provisions are 
properly related to the fiscal year of the 
obligor, so as to minimize special exam- 
inations by accountants? Further, do 
they provide an adequate time between 
the date as of which the report must be 
made, and the date on which it must be 
handed to the trustee? 


5. Application of sinking funds to retire- 
ment 


(a) May the obligor offer to the sink- 
ing fund bonds which it has itself ac- 
quired from time to time? 

(b) If provision is made for purchase 
by the trustee on tender, is the period in 
which this may be done so related to 
the redemption dates that unnecessarily 
long carryovers of sinking fund monies 


NEW YORK 
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with consequent loss of use (and inter- 
est) are avoided? 

(c) Is provision made permitting post- 
ponement of application of sums too 
small to be economically applied to pur- 
chase or redemption? 


6. Notice of redemption 


Is notice of redemption required to be 
published more times than reasonably 
necessary? If all the securities are 
registered, may published notice of re- 
demption be dispensed with? 


7. Ratio covenants 


Do the terms used reflect the charac- 
teristics of the particular industry in- 
volved or are they terms of general us- 
age which may develop difficulties in ap- 
plication? 

8. Partial releases 


Does efficient operation of the obligor’s 
business require that certain types of 
property, perhaps leases and contracts, 
included within the general conveyance 
language of the indenture, be subject to 
ready abandonment, alteration or sub- 
stitution? If so, are the partial release 
provisions framed with a view to this? 

While the use of this list will not as- 
sure a perfect indenture, it may result in 
the elimination of some faults and sug- 
gest other particulars in which the ap- 
plication of the language of the inden- 
ture to the problems peculiar to the ob- 
ligor should be carefully examined. 





TRUST OPERATIONS 


Trends in Auditing Trust Department 


Recent Developments in Improving Controls 


R. C. HUELSMAN 
Comptroller, Central National Bank, Cleveland 


HE more comprehensive audit of 

trust liabilities, as well as assets, 
calls for an enlarged and revised audit 
procedure. I would like to mention a 
few recent trends, some of which are also 
in use in other banking departments. 


Dual Custody Without Auditor — In 
maintaining dual custody of securities, 
frequently the auditor assumes one side 
of dual custody. A more recent plan is 
to entirely relieve the auditor of any part 
of the dual custody. One plan is to have 
two vault custodians and have the secur- 
ities controlled by two combinations or 
two locks, the key to each lock being dif- 
ferent. Under this arrangement, the 
presence of both custodians is necessary 
to gain access to the securities. A sim- 
ilar plan can be followed by having two 
officers or employees of the respective 
operating department act as custodians. 
Another method uses one vault custodian 
and one officer or employee of the oper- 
ating department. The principal advan- 
tage under this plan of dual custody is 
that the auditor is entirely free from 
operations and makes his audits and 
vault counts entirely independent of any 
responsibility on his part for physical 
custody of the securities. 


Examination of Individual Trusts — 
Obviously it might be too great a task 
to examine in detail all trusts at a single 
audit, but a sufficient number of them 
can be examined to give the auditor an 
impression of the character of the trust 
administration. Also, it will provide a 
detailed check-up audit and reconcile- 
ment of all the affairs of those individ- 
ual trusts which were selected for the 
audit. Such an audit contemplates that 
the auditor study the individual trust 


From address before Cincinnati Conference, Na- 
tional Assn. of Bank Auditors & Comptrollers, 
March 16, 1942. 


agreement and review all acts of admin- 
istration to see that sound principles and 
practices are being observed; that all 
provisions of the trust agreement are 
properly observed, with particular refer- 
ence to investment practices; that no 
liabilities are accruing to the bank; and 
that the administration is diligent in 
performing duties. It will also include 
a complete audit of cash and securities, 
including all receipts and disbursements 
of cash, receipts and deliveries of secur- 
ities, and a verification of the fees ob- 
tained for each of the trusts examined. 

Trust Committee minutes, accounts in 
which litigation exists or is threatened, 
and written reviews or files of accounts 
should be reviewed when analyzing a 
trust. These will be found to be good 
sources for discovering accounts in which 
liabilities may exist. 


Direct Verification—Probably the most 
effective form of audit yet developed is 
direct verification with the parties in- 
terested. This form of audit is coming 
into more general use and can be em- 
ployed with good results in the trust 
department. Securities and other prop- 
erty held in trusts, and in many instances 
the entire trust account, can be verified 
directly with the trustor or beneficiaries. 
Notes and mortgages held in investments 
can be reconciled directly with the maker 
or endorser. Securities purchased and 
sold can be verified by obtaining a state- 
ment of account from the security dealer. 


Examination of Minutes—The auditor 
should have access to minutes of meet- 
ings of directors, executive committee, 
trust committee and investment commit- 
tee. The minutes of the latter two 
should contain the real problems of the 
trust department, for consideration of all 
investments, complaints, objections to 
accountings, suits and similar items 
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should be reflected in these minutes. This 
gives the auditor information regarding 
troublesome accounts. Further, he can 
follow the minutes to insure that any 
criticism developed by the auditing divi- 
sion is receiving attention. Complete in- 
dependence of the auditor is essential to 
make effective trust examinations. 


Certifications from Officers—Certifica- 
tions should be obtained periodically 
from officers of the trust department. It 
is well to obtain these at the time of the 
annual directors’ examination of the 
trust department; the answers can apply 
to the period elapsed since the previous 
examination. Suggested topics for cer- 
tification are: whether there is any liti- 
gation pending involving any trust ac- 
counts or the bank; whether any officer 
has retained any fee or other compen- 
sation for acting as co-fiduciary ; whether 
any directors, officers or employees are 
indebted to any trusts in the depart- 
ment; whether any trust securities were 
acquired from or sold to the bank, or any 
affiliate, or any directors or officers, etc. 
All trust officers should be requested to 
furnish the auditor with such a signed 
certification. 


Trust Fees—Accounting for trust fees 
should be closely identified with trust ac- 
counting and this will insure their collec- 
tion and recording on the bank’s general 
ledger, on which they should be entered 
daily. If it is necessary to collect fees 
from trust customers, the amount of fees 
due should be set up as an accrual at 
the time the billing is made to the cus- 
tomer. Under this plan, collection of the 
fee can not be overlooked once the bill- 
ing is made. Recoverable expense should 
also be accrued as soon as determined. 
Another good audit procedure is to in- 
sure that a fee is collected from each 
account annually and report those ac- 
counts for which no fee was collected. 
A comparison of fees of each account 
from year to year will also be found 
helpful. Declining fees and increasing 
expenses must be met with improved 
operating methods and, in some cases, 
with a revision of trust fees. The audi- 
tor has the opportunity of directing at- 
tention to these conditions and improv- 
ing the earnings of the department. 





Investment Review On the Screen 
Novel Method Aids Trust Committee and Reduces Costs 


DONALD MUNRO 
The Northern New York Trust Company, Watertown, N. Y. 


NE problem common to the operation 

of most small and medium sized 
trust institutions is presenting the mem- 
bers of the trust committee with an 
agenda and analysis of mortgages, secur- 
ities and accounts for review in suffic- 
ient detail for intelligent consideration 
and review and at the same time keeping 
costs in line with the size and income of 
the department. We have attempted to 
solve this problem by using a projector 
to show the material on a screen. 

Prior to the summer of 1941 it was 
the practice to present each of the eight 
members of our trust committee with a 
detailed typewritten agenda as follows: 

. A statement of trusts opened and 
closed since the last meeting. 

. A statement of trust department 
earnings. 

. Report of security purchases and 
sales since the last meeting. 

. Consideration of new offerings. 

. Review of issues. 

. A study of funds available for in- 
vestment. 

. A review of mortgage interest and 
arrears. 

. A review of accounts. 

We review each trust once every three 
months and as our trust department has 


about 250 personal trusts, approximately 
80 trusts are reviewed at each monthly 
meeting. The five directors and three 
officers of the committee were supplied 
with review books measuring 16 x 12 
inches containing an analysis of each 
account and a separate history sheet 
showing in detail the information -rela- 
tive to opening the account and the ma- 
terial clauses of the trust instrument. 


For each meeting the review books 
were priced and corrections were made 
showing sales and purchases of secur- 
ities, changes in income, percentages, 
etc. In addition such material data and 
information relative to companies or 
issues as was thought desirable was at- 
tached to the agenda. Preparation of 
this material monthly for the members 
of the committee required considerable 
typing and clerical work by the trust 
department personnel, in fact more so 
than seemed warranted for our depart- 
ment. 


Projector Now Used 


N an effort to save the time of the 
trust department personnel and to pre- 
sent the agenda and analysis of mort- 
gages, securities and accounts for re- 
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view in an efficient manner, we have, 
since August 1941, presented all in- 
formation to the committee through the 
medium of a delineascope projector 
which reflects material on a white screen. 
The projector has an aperture measuring 
8 x 934 inches and reflects any material 
such as postcards, photographs, written 
or printed text material, charts, dia- 
grams, and the like, up to that size. 
With the projector at a distance of from 
14 to 20 feet from the screen, an image 
of approximately 6 x 7 feet is given. 
We found that a white beaded screen 7 
x 8 feet was ample for our purposes and 
best results were obtained when the room 
was semi-darkened. 

A card was designed for presenting 
the reviews of our accounts (see attached 
partial sample) and another card for re- 
viewing our trust mortgages which are 


Trustee u/w George Jones for Mary Jones 


Approvals 
Required: Mary Jones 





L 
L 


P 


UNITS 0 
REC’ 


SECURITY RATED 


GOVERNMENTS 
6M Federal Farm 3/44/49 AAA 
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5300 U. S. Savings 214/53 AAA 
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appraised and reviewed every two years. 
A four inch margin on one end of the 
review cards is not reflected through the 
projector and contains a condensed his- 
tory of the trust, provisions relative to 
revocation and amortization, dates, 
names of beneficiaries, invasion of prin- 
cipal and investment clauses, method of 
termination and names of remaindermen. 
This information is useful for quick ref- 
erence and in discussions with benefic- 
iaries. 

At the August 1941 trust meeting, we 
tried out the projector with some trepi- 
dation because, as far as we could ascer- 
tain, this method was not being used by 
any other trust department and had been 
considered and turned down by some. 
We were delighted to find that our trust 
committee unanimously approved the in- 
novation and remarked that it was easier 
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to examine and review material.on the 
screen than it was from typewritten 
sheets. So far there has been no com- 
plaint of eye strain which we feared 
might trouble some individuals on the 
committee. 


Savings and Defense 


HE net saving to the trust depart- 

ment in overhead and time of the 
trust department personnel has been very 
considerable. Only one set of records 
for the meeting need now be prepared 
and it is possible to present quickly and 
without additional work, any letters, 
statements, analysis or other informa- 
tion desired. The preparation of the 
trust agenda for the committee members, 
usually requiring seven to ten typewrit- 
ten pages for each member, has been 
eliminated as well as the separate re- 
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cords of our accounts for review with 
the necessary changes which were re- 
quired each month. 

To date the use of the projector at our 
trust meetings has been satisfactory and 
economical. At the present writing our 
bank is endeavoring to cooperate in the 
present emergency of our country in con- 
serving materials for war supplies and 
among other things is reducing the use 
of paper of all kinds as much as pos- 
sible. The saving in this respect by the 
use of the projector has been so consider- 
able that we are arranging to use it in 
presenting information at executive com- 
mittee meetings which now require about 
fourteen typewritten sheets to each of 
seven members, and at board of direc- 
tors meetings which require about six- 
teen typewritten sheets to each of fif- 
teen directors. 





INVESTMENT POLICY 


Let’s take the 
OFFENSIVE — Now! 


| geee rms like nations, cannot win out under today’s 
conditions just by “‘sitting tight.” Because this is true, this 
firm’s constant policy of close and active cooperation with the 


investors we serve is of special value at this time. 


In putting this policy into practice we offer: 


First, experience in meeting all sorts of institutional 


needs over many years. 


Second, original thinking on all investment matters— 


thinking correlated with the economic trends of the time. 


Finally, our efforts, as an organization, are not confined to a 
single individual or department, but include everyone who can 
be of assistance in helping to solve the particular problems of a 


particular institution. 


Many have found this method valuable to them; we hope that 





you will, too. 
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WE SING of Spring! 


Of blithe breezes, sparkling surf and 
dancing sunbeams—of beach and _ board- 
walk warm with life—of bountiful comforts 
to heighten your spirit and brighten your 
stay—to make you come away today. 


Select Clientele 


Hotel Claridge 


ATLANTIC CITY 


GeraLtp R. TRIMBLE 
General Manager 


Secondary Distribution of Stocks 


HE reason for the sale of stocks “over- 
the-counter” rather than on the reg- 
ular Exchanges has been the inability of 
the listed market to absorb large blocks 
readily. The seller who utilizes this method 
usually is motivated by the desire to obtain 
cash for his holdings quickly and to avoid 
the market risk involved in delay. For a 
trustee liquidating a block of stock there is 
more than ordinary legal risk in not selling 
as quickly as possible. 


The more frequent sources of secondary 
distributions in 1940 are shown in the first 
section of the following table which is based 
on a Securities and Exchange Commission 
study. The second section shows the long- 
term trend of these offerings in recent 
years. 

One of the most frequent arguments 
against secondary distributions is that the 
extra commission paid salesmen causes the 
sale of stocks of lower quality. This is not 


From article by Eugene Barry in The Exchange, 
of N. Y. Stock Exchange, April ’42. 
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borne out by the facts. In 1940 only three 
distributions were in stocks selling under 
$10 per share. A disproportionately large 
number of secondaries were in issues sell- 
ing between $50 and $100. This trend con- 
tinued in 1941. 


An examination of the list of stocks sold 
off the exchanges in the period from 1938 
through 1941 shows that they represented 
better-grade issues. One of the reasons 
that so few low-priced stocks were subjects 
of secondaries is that they cannot be suc- 
cessfully distributed on a national scale be- 
cause of questionable quality. 


Studies showing action of the market for 
a short period before and after a distribu- 
tion have indicated that generally the mar- 
ket in the stock distributed has declined 
shortly after the distribution was completed. 
Later there usually has been some recovery, 
but generally the short-term market action 
has been unfavorable. 


Secondary Distributions 
New York Stock Exchange & New York 
Curb Exchange Stocks 
1940 


Number of 
Distri- Volume of 
butions Sales 


Value of 


Type of Seller Sales % 


Corporate 
Insiders. ............ 1§ 
Investment Co.’s 12 
OO Ee 373,300 
Banks & Dealers 15 284,273 
Unknown ............. 14(b) 119,449 
192,873 


$12,620,728 26.7 
3,579,877(a) 7.6 
11,189,764 23.7 
8,691,359 18.4 
4,781,968(a) 10.1 
6,415,126 13.5 


100.0 


606,163 
84,822 





Total ................ 85 1,660,880 $47,278,822 


1938-1941 (First 3 Months) 


Others 
(Including 
Unknown 

Sellers) 
Shares 
216,156 
282,625 
596,595 
1,763,154 


Insiders, Estates & 
Investment Companies 
No. Shares No. 


escseeecsecse SLCC) 920,808 36 (d) 
. 19(c) 253,492 42 
39(c) 1,064,285 46 
1,266,364 16 


1938 
1939 
1940 ; 
1941 (3 months) .... 16 


(a) Partly estimated and subject to very small 
error since in two cases the price to the orig- 
inal seller was unknown and had to be esti- 
mated. 

Includes one distribution for which figures on 
volume and value were lacking. 

Includes one distribution for which volume 
figures were lacking. 

Includes eight distributions for which volume 
figures were lacking. 





INVESTMENT POLICY 


Are Industrial Bond Yields Enough? 


EDWARD L. MAAS 


N purchasing prime quality taxable 

bonds for investment accounts, there 
is little justification today for selecting 
other than United States Treasury obli- 
gations, the difference in yield of com- 
parable maturity has become so small. 
For example, in the accompanying table 
the widest spread is about 40 basis 
points, the average being only 20 basis 
points in favor of the twenty corporate 
bonds selected. The spread would be 
even narrower if account were taken of 
the United States War Savings bonds, 
the 12-year Series “F” and “G” yielding 
2.5% and the Series “E” yielding 2.9%. 

Past record and present financial pos- 
ition have been primary bases for deter- 
mining the soundness of corporate obli- 
gations. In time of war, however, ad- 
verse conditions may be brought about 
which ordinarily cannot be conceived. 
We have already seen important eco- 
nomic changes as a result of shortages, 
It is 


priorities, rationing and taxes. 
possible that the position of previously 
sound companies may be affected suffic- 
iently to cause a higher appraisal of 


their bonds’ risk factor. At present 


Dow Chemical Deb. 2%s due 1950 
Phillips Petroleum Deb. 1%s due 1951 


Westinghouse Elect. & Mfg. Deb. 2%s due 1951 103 


Atlantic Refining Deb. 3s due 1953 


Standard Oil Co. of N. J. Deb. 2%s due 1953 _. 


American Tel. & Tel. Deb. 3s due 1956 
Texas Corp. Deb. 3s due 1959 

Inland Steel 1st 3s due 1961 

American Tel. & Tel. Deb. 34%s due 1961 
Standard Oil Co. of N. J. Deb. 3s due 1961 
Socony Vacuum Oil Deb. 3s due 1964 
Texas Corp. Deb. 3s due 1965 

New York Edison ist 3s due 1965 
Brooklyn Edison Cons. 3s due 1966 


Connecticut Light & Power 1st 3%s due 1966 106 


Standard Oil of Calif. Deb. 3s due 1966 

Southwestern Bell Tel. Ist 3s due 1968 

Consolidated Gas, Elec. Lt. & Pr. of Balt. 
1st 3s due 1969 

Dayton Power & Light 1st 3s due 1970 

Philadelphia Electric 1st 2%s due 1970 
Average 

*New tap issue, 244s due 1967/62. 


many corporations show a satisfactory 
coverage of interest charges which may 
decline because of lower profit margins. 
A case in point is the public utility in- 
dustry which may have difficulty obtain- 
ing rate increases to keep pace with 
higher operating costs. Similarly oil 
companies may find that the loss of re- 
venue from motorists as a result of 
transportation difficulties and rubber 
shortage is not fully offset by increased 
sales to the Government. Meantime their 
operating expenses remain comparative- 
ly stable or may even increase. Other 
businesses, such as those engaged in pro- 
ducing and distributing consumer goods, 
have yet to experience the full impact of 
fixed prices, restricted volume and rather 
rigid expenses. 

The financial condition of most com- 
panies that are engaged directly and in- 
directly in war production does not seem 
likely to improve materially. They are 
being called upon to expand their facil- 
ities, which reduces the prospect of low- 
ering debts, especially inasmuch as work- 
ing capital requirements are greater. In 
fact, these conditions may tend to cause 
Recent 
Market 
Price 
103 

98144 
101 
105% 
105 
107 
105 
104% 
107 
105 
105 
105% 
107 
108% 
108% 
102 
106 


Current 
Call 
Price 


102% 
102% 


Approx. Approx. Yield 
Yield U.S. Treas.** 


1.85% 1.95% 
1.95 1.95 
2.00 1.95 
2.40 2.15 
2.25 2.15 
2.40 2.20 
2.60 2.30 
2.70 2.40 
2.80 2.40 
2.65 2.40 
2.70 2.50* 
2.70 2.50* 
2.80 2.50* 
2.75 2.50* 
2.75 2.50* 
2.65 2.50* 
2.65 2.50* 


102% 
102% 


104% 


106% 
106 
101% 


2.65 
2.70 
2.65 
2.53% 


2.45 
2.45 
2.45 
2.33 % 


**Nearly comparable maturity; fully taxable issues. 





A Modern Treatment 
Of The Essentials of Money and 
Banking. 
= 


Monetary 
Theory 


By GEORGE N. HALM 
Tufts College 


This new book is a realistic, theoretical treat- 
ment of all the major problems of monetary 
analysis and policy. A conspicuous merit of 
the book is its compact organization and 
simplicity of style. The monetary analysis is 
integrated with the “real” or “non-monetary” 
aspects of economic relations, and rises far 
above the confusions and shortcomings of 
one-sided monetary interpretations. 

Practical bankers and financial administra- 
tors, as well as students of economics will find 
this volume a most helpful and up to date aid 
to their understanding of monetary problems. 


Price $3.50 (1942) 


——THE BLAKISTON COMPANY 


Philadelphia 


debts to increase. Because of prospec- 
tive taxes, such corporations find it ex- 
ceedingly difficult to improve their fin- 
ancial condition through retaining earn- 
ings, even though dividends are greatly 
reduced or eliminated. Moreover, in the 
post-war period necessary plant rehabili- 
tation could be an influence restricting 
financial improvement. Tax-advantaged 
“post-war reserves” would, of course, 
provide a uniquely valuable basis of 
longer-term stability. Income taxes are 
now computed after interest charges and, 
therefore, do not jeopardize the interest 
coverage. In the event of a major crisis, 
however, it is not impossible that some 
form of tax would be imposed before 
interest charges. While the likelihood 
of: such action seems remote at the 
moment, it is important to visualize and 
weigh such possibilities. ; 

These war and post-war uncertainties 
have led many investment managers to 
confine their holdings of prime quality 
bonds almost entirely to United States 
Treasury obligations in preference to 
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corporate issues yielding only a slightly 
higher return. There is, however, con- 
siderable psychological resistance to this 
trend by lay persons interested in such 
accounts. They often argue that it re- 
quires no intelligence or initiative to 
purchase Government obligations, and 
see no justification for service fees, such 
as under trust or investment manage- 
ment accounts. They fail to realize that 
the timing of such action is more impor- 
tant than ever before. In the years 
ahead there may be ample opportunity 
to reverse this procedure. Reconversion 
later will pose a problem of the first 
magnitude. Based on past experience 
the yield spread between these groups 
might widen considerably. 


Diversification is sometimes presented 
as an argument for not having a pre- 
ponderance of Governments. In addi- 
tion, it is said by some that if condi- 
tions are such as to impair the credit 
of certain of these prime corporate 
issues, Government obligations also will 
be affected. These ideas, however, are 
open to question. In the first place, the 
only object of diversification is to spread 
the credit risk, which in the case of U.S. 
Government bonds is absent. In the 
second place, the very conditions, as for 
example materially higher taxes, that 
could seriously affect corporations would 
be favorable from the standpoint of 
maintaining the Government’s credit at 
least for the time being. Moreover, cor- 
porate obligations are payable in dol- 
iars, which are nothing more than obli- 
gations of the Government. 

As far as marketability is concerned, 
United States Treasury issues are pre- 
ferable. They have wider acceptance by 
banks, which in time of stress can dis- 
count them at Federal Reserve Banks. 
Fiscal requirements are such that the 
Treasury is committed to the mainten- 
ance of the price for their bonds through 
market support or regulation of sales. 
Though artificial, these are market fac- 
tors that should not be overlooked. The 
conclusion seems inescapable that Gov- 
ernment bonds are preferable to prime 
quality corporate issues. The cost of 
eliminating the credit risk factor should 
prove to be cheap insurance against the 
uncertain conditions that lie ahead. 





INVESTMENT POLICY 


Too-Short-Term Investing 


FRANKLIN B. KIRKBRIDE 


E were setting up 

a three-rail, split 

chestnut fence, Tony 

Fennick, his son Ed 

and I. Another post was 

set. Tony leaned on 

his long-handled shovel. 

“IT want to tell you a 

story,” he said. “Jesus 

Christ was walking 

. along with Peter one 
day, when they came to a man who was 
building a brush fence. Jesus Christ 
stopped and said to the man, ‘Say, young 
fellow, that fence won’t last.” The man 


replied, ‘I’m going to die in two days. 
The fence will last as long as I do; let 
the one that comes after me build a good 
one.’ Jesus Christ answered him, ‘Young 
fellow, whatever you do, do as if you 
were going to live forever.’” And Tony 
added, “I don’t know whether the story 


is true or not, but it makes sense to me. 
This job we’re doing will outlast both of 
us.” 

We have been going through a period 
when stocks that could not possibly qualify 
for the Social Register, defaulted rail bonds 
and such like have shown remarkable 
strength in the face of a long, steady down 
trend in the Dow Jones averages and the 
blue chips. It makes me wonder if some of 
the favorites of the moment may not be a 
sort of “brush fence,” good enough for those 
without vision and hope, who expect to die 
tcmorrow. 

How about the permenent staying power 
of some of the favorites of the moment? Is 
the next freshet likely to wash them away? 
The dislocations of a war period create 
kaleidoscopic shifts into strange, always 
changing patterns. Today, it is fear of 
impending taxes, bearing down unequally, 
that distorts vision, that leads to quick 
shifts based on hypothesis rather than fact. 
When the Secretary of the Treasury de- 
mands more than he probably expects to 
get, asks for a whole loaf in the expecta- 
tion of getting a half one, the timid run 
to cover and forget there are coordinate 
branches of government, that it takes more 
than the recommendation of even a cabinet 


officer to transform wishful thinking or a 
trading position into law. 

The wise investor treats a rush of emo- 
tional selling or buying, as a God-given 
opportunity, backs reason, based on fact 
and conviction, with cash; and profits 
thereby. Are all outstanding “tax exempts” 
to be taxed hereafter? The thought is ut- 
tered, and presto, the market breaks as 
bonds come out of strong boxes and are sold 
under the hammer. Thin markets lend 
themselves to this sort of thing and to 
gymnastics on the up side as well. Indeed, 
we have had such.a long period of uncer- 
tainty, followed by the psychology of a 
war market, that many people seem to have 
lost hope of the better days which are in 
store inevitably. 

Watching day-to-day fluctuations is likely 
to obscure the longer and more important 
fundamental trends. In war times, as well 
as peace, quality counts. Seek expanding 
industries. Study the long-term trend of 
each important unit in them and determine 
whether the long-term price trend of each 
stock is better or worse than the per- 
formance of the market as a whole. How 
is each individual business doing in relation 
to the total business of the country; is mar- 
gin of profit being maintained; is debt being 
reduced; how fares the ratio of quick assets 
to debt; of cash and marketable securities 
to debt? Where the management is able 
and the product or service, as well as the 
capital structure, sound, the security de- 
serves a place in the list of those companies 
which should be studied carefully. When 
to buy and when to sell depends on addi- 
tional factors, including the effect of taxes 
on earnings, dividend policy, income yield 
in relation to price and more broadly on 
the relation of the market to the business 
cycle. 

Past performance is the springboard, the 
taking off point. There must be an equally 
clear knowledge of the conditions of today, 
of developing and changing trends and par- 
ticularly a realization that change is nor- 
mal. Sometimes history does repeat itself, 
more often the pattern changes, and 
we should be alarmed only when we cannot 
see change, for that may denote stagna- 
tion. The banker who wrings his hands 
and grieves, who longs for the “good old 
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days,” which maybe are “good” more in 
recollection than fact, is not only muscle- 
bound, but is suffering from a mind that 
should be mausoleum-bound rather than in 
the seat of authority. What effect will 
cheap money policy, the new taxation, ceil- 
ings on rising prices and a host of other 
factors have? There are so many uncer- 
tainties surrounding us today that it be- 
hooves the wise investor to think more of 
a longer future than of day-to-day fluctua- 
tions. Some will also buy for after the 
war. 

We are apparently, as a nation, not only 
committed to a cheap money policy, but to 
full production and a rising price level 
(kept within bounds, if such a thing is 
possible) in order to sustain a mounting 
debt structure and prevent a return to the 
bread lines of depression periods. Must a 
cheap dollar, buying less as a result of pos- 
sible further devaluation and mounting 
costs, add fuel to the flames? Are we mas- 
ters of our fate? The test of sound invest- 
ment, now as in the past, is the success 
with which adequate rent of capital is 
secured and the extent to which principal 
is maintained intact. It makes sense to 
invest as if we were going to live forever. 
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Rights of War Bond Beneficiaries 


A recent article in the American Banker 
(May 14) discusses the confusion over the 
effectiveness of designating a beneficiary to 
receive war bond proceeds in the event of 
the registered owner’s death before matur- 
ity. The doubt over what would otherwise 
be the plain meaning of the Treasury’s Cir- 
cular setting forth the permissible forms of 
registration was created by the case of 
Decker v. Fowler, 199 Wash. 549, decided 
in 1939 and reported in the Oct. 1939 issue 
of Trusts and Estates, page 466. 

That case held that, despite the benefi- 
ciary designation, the proceeds were assets 
of the owner’s estate, and the beneficiary 
was ordered to collect on the bonds from 
the government and turn the proceeds over 
to the administrator of the estate. Recent- 
ly, however, the Probate Court of Mont- 
gomery County (Ohio) has held to the con- 
trary in the case of Laufersweiler v. Rich- 
mond, 22 Ohio Opinions 265. 

The Treasury’s views are expressed in 
a letter of May 5, 1942, as follows: 

“The validity of these rights (under the bonds) 
cannot be made to depend on their satisfying cer- 
tain prerequisites essential to the validity of par- 
ticular rights of property under the statutes of a 
State or at common law, such as the execution of 
a will for testamentary dispositions of property, 
or delivery in the case of a gift .... Judicial 
decisions based on such a line of reasoning are 
in derogation of the supreme law of the land.”’ 
The author of the above mentioned arti- 

cle is Malvern H. Tillitt, of the North Caro- 


lina and Federal (E.D.N.C.) Bar. 
a 


Canada’s War Financing 


Income and estate taxes, Victory loans 
and war savings certificates have taken 
$2.3 billions from the pockets of Canadians 
in the past 12 months, according to figures 
available at the close of the government’s 
fiscal year. 

Of this total, $987 million came di- 
rectly from individual taxpayers and in- 
vestors. The rest came from corporations 
or non-residents. 

The total subscribed by, or taxed away 
from, individuals is shown as follows: 

(Millions) 
Individual income tax payments 
National Defense Tax (at source) 
Suecession Duties 
First Victory Loan 
Second Victory Loan 
War Savings Certificates 





CURRENT EVENTS 


Where There’s A Will... 


RESIDENT Roosevelt’s mother, who 
died last Sept. 7, left a gross estate 
of $1,128,361 and a net estate of $1,089,- 
872, the bulk of which was left to the 
President, after providing that trust 
funds in equal amounts be set up from 


one-tenth of the estate for her daughter- . 


in-law, Mrs. Eleanor Roosevelt, and her 
five grandchildren. Bequests of $5,000 
each were made to the St. James Church 
in Hyde Park and to the three executors 
—the President, Arthur J. Morris and 
Henry T. Hackett. 


Three of the President’s children will 
receive the amount of their trust funds 
outright, since the will so specified in the 
case of those over thirty. They are Mrs. 
Anna R. Boettiger, Captain James Roose- 
velt and Captain Elliott Roosevelt. Lieu- 
tenant Franklin D. Roosevelt, Jr., is now 
27 and Ensign John A. Roosevelt is 25. 


The major assets of the estate were 
securities valued at $939,993, including 
bonds and stocks of about 100 important 
corporations; $20,000 in United States 
Government bonds and $10,000 in United 
States War Bonds... 


*% * * 


The probate records of Johnson 
County, Kansas, contain the very inter- 
esting story of the will of DeForrest F. 
Piazzek who bequeathed “the sum of 
$5,000 unto the First National Bank of 
Kansas City, Mo., as trustee in trust for 
the uses and purposes hereinafter stated: 


“(a) I have two horses, namely, 
Prince and Nellie, both of which I have 
raised from colts. I direct that my said 
trustee make suitable arrangement, in 
such maner as it, in its absolute discre- 
tion, shall deem advisable, to see that said 
horses are comfortably and properly 
taken care of for the rest of their re- 
spective lives, and I direct that neither 
of said horses is to be worked.***Upon 
the death of both of said horses any 
balance remaining in this fund, together 
with any accumulated, undistributed net 
income thereon, shall go into and become 
a part of the trust estate created in 
Article XV of this, my last will and 
testament, for the use and benefit of 


worthy and needy young men in securing 
an education in the University of Kan- 
sas.” 


The horse Nellie died several years 
ago, but Prince, now 28, is still living. 
* * * 


EIRS of the late Joe Penner, film 

and radio comedian, have reached 
an out-of-court settlement of a suit 
charging extravagance in the purchase 
of a $9,579 marble crypt. Mr. Penner’s 
parents, who were left one-third of the 
comedian’s $100,000 estate, sued his 
widow, Eleanor Penner, and received a 
cash settlement to end the litigation... 
A California woman, listening to a radio 
broadcast, heard she had an inheritance 
of $25,000 due her, and attempted to 
claim it. She learned, however, that last 
September the Courts had ruled her leg- 
ally dead, and the entire estate went to 
her half-brother in Hungary ... Mrs. 
Bertha F. Anderes created quite a prob- 
lem for executors of her $4,000 estate. 
Two beneficiaries were identified only as: 
“An unknown niece somewhere in Swit- 
zerland — $100; An unknown friend — 
$200” ... Charitable bequests amounting 
to $60,000 were made to local Pittsburgh 
institutions by the Countess de Perigny, 
the former Margaret Thaw Carnegie. 
Count de Perigny, whom she married in 
1923, two years after the death of her 
first husband George Lauder Carnegie, 
nephew of Andrew Carnegie, was given 
$10,000 cash and the life use of her 
15,000 acre farm in Kenya Colony, Brit- 
ish East Africa... The world’s smallest 
piece of real estate, 24 x 26 inches, is in 
front of a cigar store in lower Manhat- 
tan. Text in the cement reads: “Prop- 
erty of the Hess Estate which has never 
been dedicated for public purposes.” ... 

* * * 

Probate of the will of John H. Wiles, 
vice president and treasurer of the Loose- 
Wiles Biscuit Company, revealed recent- 
ly that the First National Bank of Kan- 
sas City, Mo., was appointed executor 
and trustee of his estate. When he was 
four years old his father, a minister, 
asked if he would follow him in the min- 
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“No,” the future candy and cookie 
“I’m going to 


istry. 
manufacturer replied. 
make candy.” 

Mr. Wiles was made vice president of 
the Loose-Wiles Biscuit Company in 
1902 and in 1923 was elected president of 
the concern which now has factories in 
several cities. He was a director of a 
number of industrial and commerical con- 
cerns and served as president of the Kan- 
sas City Chamber of Commerce. 


* * * 


T is no small accomplishment for an 

employee to convince his employer to 
raise his salary, but it is nothing short 
of miraculous when an employer can be 
convinced to bequeath his estate to him. 
It seems that the generous benefactions 
of employers to employees are becoming 
somewhat the vogue these days. Just 
what the reasons or implications behind 
this trend are, your reporter is at a loss 
to determine. One employer, Harmon P. 
Elliott, president of the Elliott Address- 
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ing Machine Company, plans to turn over 
51% of the company’s common stock to 
his employees, because: “I can’t take it 
with me when I die.” Mr. Elliott de- 
clared that 51% of the common stock 
represented about $430,000. 


Edwin J. Kiest, publisher of “The Dal- 
las (Texas) Times Herald,” left 42% of 
the company’s stock to eight employees 
and provided for the operation of the 
newspaper by three of them as trustees 
. . . Another instance of an employer’s 
generosity is cited by the 244 employees 
of the Charles Pfizer Company, chemical 
manufacturers, who received bequests 
totaling $237,000 in the will of the late 
Emile Pfizer, former president of the 
company, whom most of the employee- 
beneficiaries rarely, if ever, saw... 


* * * 


The Provident Trust Company of Phil- 
adelphia was appointed executor and 
trustee under the will of Frank A. Wills, 
well known Pennsylvania dairy executive 
whose estate was valued for probate pur- 
poses at “over $50,000.” Starting with 
one milk route, Mr. Wills built one of the 
best modern dairies in Philadelphia. A 
number of mergers and consolidations 
resulted in the Supplee-Wills-Jones Milk 
Company of which he was president from 
1934 to 1938, at which time he was made 
chairman of the board... 


L. F. Robinson, Sr., one of Connecti- 
cut’s leading lawyers and son of one of 
the country’s most famous lawyers of the 
last century, appointed the First Nation- 
al Bank of Hartford co-trustee of his es- 
tate. Mr. Robinson was twice president 
of the State Bar Association and served 
as attorney for many leading corpora- 
tions as well as a director of several of 
Connecticut’s largest industries. In 1926 
he was awarded an honorary LL.D. by 
president James Rowland Angell of Yale 
University who paid him the following 
tribute: “For your outstanding exem- 
plification of good citizenship, bringing 
to the commonwealth the gifts of high 
intelligence, distinguished and profes- 
sional skill, noble ideals and devotion, 
your alma mater confers upon you the 
degree of Doctor of Laws.” ... 


* * * 





CURRENT EVENTS 


Personnel Changes in Trust Institutions 


ALABAMA 


Birmingham—JAMES M. BURT, trust of- 
ficer of the First National Bank, is now an 
officer in the United States Navy. 


CONNECTICUT 


New Haven—ELSIE B. HUNTLEY has 
recently been elected assistant trust officer 
of the Union & New Haven Trust Company. 


FLORIDA 


Jacksonville—RICHARD P. MARKS ad- 
vanced from vice president to president of 
the Title & Trust Company of Florida, suc- 
ceeding the late Charles H. Mann, founder. 


ILLINOIS 


Chicago—WILLIAM G. F. PRICE, assis- 
tant vice president of the National City 
Bank of New York until recently, has been 
elected vice president of the American Na- 
tional Bank & Trust Company. 


Chicago—B. J. STEACY has recently been 
elevated from vice president to president of 
the Lake View Trust & Savings Bank, suc- 
ceeding the late Joseph J. Budlong. 


NEW JERSEY 


Paterson—WALTER DON CAMERON 
has been advanced from vice president and 
trust officer to president of the Paterson 
National Bank, succeeding the late Silas 
Thomas. 


OKLAHOMA 


Oklahoma City—FRANK A. SEWELL 
was recently elected to president and di- 
rector of the Liberty National Bank, suc- 
ceeding NED HOLMAN who was elected 
chairman of the board. 


PENNSYLVANIA 


Harrisburg—A. K. THOMAS, vice presi- 
dent, was elected also trust officer of the 
Allison-East End Trust Company following 
the death of J. Paul Machen, trust officer of 
that institution for 19 years. 


Scranton—L. W. KORBER, assistant trust 
officer of the Scranton Lackawanna Trust 
Company, has just been elected assistant 
vice president, in charge of new business. 


VIRGINIA 


Lynchburg—J. DONIPHAN OWEN, vice 
president of the First National Bank, has 
been elected president, succeeding the late 
E. P. Miller. 


Briefs 


Flint, Mich—The Michigan National 
Bank is taking over the assets of the Na- 
tional Bank of Flint, which will increase 
the total assets of the Michigan National 
Bank to more than $75,000,000. 


New York, N. Y—J. P. Morgan & Co., 
Inc. has become a member of the Federal 
Reserve System as of April 27th. J. P. 
Morgan & Co., Inc. was the largest non- 
member bank in the nation and their joining 
the system brings membership in the Sec- 
ond Federal Reserve District up to 95% 
of the assets of all banks in the area. 


Shawnee, Okla.—R. A. Coleman of the 
Federal National Bank was elected presi- 
dent of the Trust Companies section of the 
Oklahoma Bankers Association. 


Pittsburgh, Pa.—Ella I. Chalfant, Librar- 
ian at the Peoples-Pittsburgh Trust Com- 
pany will receive her Masters Degree in 
English from the University of Pittsburgh 
in June. 


Houston, Tex.—Homer E. Henderson, 
trust officer of the Second National Bank, 
has been elected president of the Corporate 
Fiduciary Association, comprised of eleven 
banks and trust companies in Houston. He 
succeeds DeWitt T. Ray, vice president oy 
the First National Bank. Other newly- 
elected officers of the association are: vice 
president, M. E. Pitts, assistant trust officer 
of the State National Bank; and secretary- 
treasurer, Ross P. Bennett, trust officer of 
the Houston Land and Trust Company. ° 


Richmond, Va.—Walker Scott, president 
of the Virginia Trust Company, celebrated 
his twenty-fifth year of continuous service 
with that institution on May 1. Mr. Scott 
has served as head of the Virginia Trust 
since January 5, 1937 when he was elevated 
from a vice presidency. 


Ontario, Canada—C. S. Hamilton was 
elected president of the Trust Companies 
Association of Ontario at its annual gen- 
eral meeting. Other officers elected were: 
R. L. Crombie, vice president, L. G. Good- 
enough, secretary-treasurer, T. D’Arcy 
Leonard, K.C., general counsel. 

The Executive committee will be composed 
of: J. M. Macdonnell, Charles Bauckham, 
Thomas B. Holmes, J. F. Hobkirk, T. F. 
Walker, W. L. Knowlton, J. Ragnar John- 
son, O. E. Manning, John J. Gibson, W. H. 
Gregory, R. P. Baker. 
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New Books 


Tax Systems 


Ninth Edition. Edited by The Tax Research Foun- 
dation. Chicago and New York: Commerce Clear- 
ing House, Inc. 390 pages, 12 x 15 inches, cloth, 
price $8.75. 


Following the pattern established in 
earlier editions, this new Ninth Edition of 
Tax Systems presents a comprehensive and 
informative collection of tax facts and data 
which should be a foundation stone for every 
library on taxation. Its chart and table 
summaries of taxation for local, state and 
national governments not only provide a 
panoramic view of taxation generally, but 
in addition give unique “close-ups” of the 
tax system of each particular state. 

Over 200 detailed, large scale charts show 
at a glance the legal citation, title, basis, 
measure, rate, administration, return and 
due dates for all federal and state taxes, 
together with a wealth of other pertinent 
factual information. Especially valuable 
are the federal and state tax collection data 
for six consecutive years, collected from tax 
officials in different governmental units. The 
basic figures are broken down to show the 
amounts collected by various units of gov- 
ernment, the yields by taxes in actual 
amounts and percentages, and per capita 
collections. 

Arrangement of information by states and 
by types of taxes makes this helpful vol- 
ume particularly convenient for easy find- 
ing. There is also enlightening coverage 
of the Dominion of Canada and the nine 
Canadian Provinces, as well as tax figures 
for 20 Latin American countries. 

2) 


Financing the War 


Tax Institute. 357 pps. 


The intricacies of war finance and the 
implications of various taxing devices are 
often a mystery—even to the well informed 
layman. In this admirable volume eighteen 
experts combine to present as many essays 
on various phases of the problem includ- 
ing: scope and function of war finance, fis- 
cal policy, excess profits taxes, sales taxes, 
income taxes, profit taxes, social security 
taxes, forced saving and relationship to 
state and local taxes. A brief survey is 
also included of British and Canadian War 
finance. This is a very valuable and wel- 
come addition to the growing literature in 
war economics. 


Underhill’s Law of Trusts and Trus- 
tees, Supplement 


MISS M. M. WELLS. pp. viii, 14 5/ 


This is the first supplement to the ninth 
edition of this well known English treatise, 
published in 1939. It reflects a number of 
important new cases and statutes up to 
December 31, 1941, many of which are the 
outgrowth of the war. For example, the 
Execution of Trusts Act, permitting the 
delegation of trust duties by persons in 
military service, is set forth in full. Ques- 
tions of insurance and repairs under the 
War Damage Acts are also outlined. Among 
the cases cited considerable attention has 
been’ given to problems of apportionment 
between life tenant and remainderman. 

The supplement is included without 
charge to new purchasers of the book, the 
price of which is 47/6. plus 10d. postage. 


OY) 
Your Business Goes to War 


L. M. CHERNE. Houghton, Mifflin Co., 496 pps. 
$3.50. 


In contrast with other recent books on 
war economics, this volume is concerned 
directly with the impact of the mobilization 
program upon American industry. It is de- 
signed to help businessmen avoid pitfalls 
and to aid them in adjusting their policies 
to the new war time controls. The controls 
which have been imposed and their effects 
upon business men are described in a very 
readable style. Here the techniques that 
must be used to secure government con- 
tracts, materials, capital, etc., are pointed 
out. Labor policy, prices and fiscal problems 
are also analyzed. 

The appendix contains several valuable 
compilations showing allocation, blanket 
rating and limitation orders issued up to 
Feb. 1, 1942, types of forms required for 
priorities, instructions to prepare forms, 
etc. Unfortunately the situation is so dy- 
namic the volume tends somewhat to lose 
its. usefulness as a guide to business men. 
It is valuable, however, as a guide to the 
nature of the problems which must be con- 
fronted in a war economy. 


| A ee 


The investment counsel firm of Scudder, Stevens & 
Clark has acquired all outstanding capital stock of 
Clarke, Sinsabaugh & Co., Inc., and will rename it 
Seudder, Stevens & Clark, Inc. 
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LAW. 


Ideal Common Trust Fund Statute 
Michigan’s Law Considered Most Adaptable 


of Existing Legislation 


HOWARD C. LAWRENCE 
Executive Vice President, The Michigan Trust Company, Grand Rapids, Mich. 


At the common trust fund session of the Mid-Winter Trust Conference 
in New York last February, it was stated by George C. Barclay, assistant 


vice president, City Bank Farmers Trust Co., 


New York, who presided 


that Michigan’s statute permitting operation of a common trust fund was 
the best that had come to attention in his wide experience in this field. 
Trusts and Estates therefore asked Mr. Lawrence, who presented the bill 
to the Judiciary Committee of both the Senate and House, to write this 


article. 


Mr. Arend V. Dubee, vice president of The Michigan Trust Com- 


pany, assisted in preparation of both the statute and the article.—Editor’s 


Note. 


T seems to be generally accepted that 

state statutory sanction is necessary 
if a common trust fund is to be operated. 
The passage of a mere enabling act, lim- 
ited to bare essentials, is one extreme 
which may be followed. The other ex- 
treme in bill drafting is to embody de- 
tailed administrative and regulatory pro- 
visions in addition to what may be re- 
garded as the essentials. 

Limiting the statutory provisions to 
mere legislative sanction leaves unans- 
wered many questions on which a deter- 
mination would later be necessary 
through court decisions. Writing all the 
rules of operation into the statute results 
in a cumbersome conclusion. Many of 
these rules normally concern adminis- 
trative features which should be sub- 
ject to modification through a route more 
readily accessible than that of legisla- 
tive amendments. 


In drafting the bill, passage of which 
resulted in the enactment of the Mich- 
igan law,* a middle of the road course 
was followed. As far as possible, ad- 
vantage was taken of previous studies 
on this subject and consideration was 
given to the statutes of other states, 
where similar legislation had already 
been adopted, as well as to the regula- 
tions of the Federal Reserve Board. 


Regulations to Follow 


HE law in Michigan grants specific 

’ authority to commingle funds. It 
also provides authority to delegate fi- 
duciary control and fiduciary functions. 
Likewise provision has been made for 
legislative approval on questions relat- 
ing to substantive rights of beneficiar- 
ies—which seem to have been somewhat 


*Act No. 174 of the Public Acts of 1941. 
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neglected in statutory treatment. Spec- 
ial attention was given to the inclusion 
or exclusion of material which would 
assure the benefit of the Federal income 
tax regulations relating to common 
trust funds as previously defined, espec- 
ially as they have referred to Federal 
Reserve Board regulations. 

Having provided by statute for the 
basic underlying principles which ap- 
pear to be essential in the operation of 
a common trust fund there remain to 
be added such regulations as are neces- 
sary to direct the complete procedure. 
Through the statute, provision is made 
for the adoption of such rules as are 
necessary to supplement the statute. 
These rules are to be designed and 
adopted by the State Banking Depart- 
ment which is the supervisory agency 
for state chartered institutions. In 
drafting these rules consideration will 
be given to the avoidance of conflict 
with the Federal Reserve Board regula- 
tions. 


Summary of Provisions 


N the more important provisions of 

the Michigan statute are found the 

following: 

Express definitions of “financial in- 
stitution,” “fiduciary,” and “Com- 
mon Trust Fund” (an agent is not 
included within the definition of 
“fiduciary” ) 

Authorization to any financial insti- 
tution to establish Common Trust 
Funds 

Authorization to any financial insti- 
tution in the capacity of fiduciary 
or co-fiduciary to invest in Common 
Trust Funds 

Outline of essentials of plan govern- 
ing a Common Trust Fund 

Authorization that plan may or may 
not provide for amortization of 
premiums, disposition of discounts 
and profits and allocation or ap- 
portionment of same between prin- 
cipal and income, and establish- 
ment of reserves against realized 
losses on mortgage investments 

Authorization for investment of Com- 
mon Trust Fund assets in the same 
investments which a person acting 
in a fiduciary capacity, not limited 
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by investment specifications, may 
invest Trust Funds under the laws 
of the State 

Requirements for identification of 
participants in Common Trust 
Fund 

Delegation of management and con- 
trol of Common Trust Fund to fin- 
ancial institution and exclusion of 
individual ownership of any par- 
ticipant in any asset of the fund 

Provision for valuation of assets of 
Common Trust Fund not less fre- 
quently than once each three 
months and requirement that par- 
ticipations must be admitted or 
withdrawn on the basis of such 
valuations and on the dates there- 
of (or within two business days 
subsequent thereto if plan so per- 
mits) 

Authorization to make distributions 
in cash or ratably in kind or partly 
in either upon withdrawals 

Prohibition against investment by 
financial institution of its own 
funds in Common Trust Fund ex- 
cept when acquired through a 
creditor situation 

Prohibition against fees for manage- 
ment 

Provision for establishment of rules 
and regulations by Commissioner 
of the Banking Department 

Provision for settlement of accounts 
by application to the Circuit Court 
In Chancery 

Provision making statute inapplic- 
able to Common Trust Funds in 
which investments are made only 
under specific contract authority. 


While particular effort has been made 
to meet all problems that may be reason- 
ably anticipated, the Michigan statute 
is not intended to cover every theoretical 
question that might be raised. On the 
contrary, it is definitely realized that 
problems may develop which will require 
either amendment of this statute or re- 
lated laws. If such problems develop, 
however, it is expected that better results 
will obtain if statutory treatment is 
postponed until it is suggested by ad- 
ministrative experience. 





FIDUCIARY LAW 


Notes on Current Trust 
and Probate Literature 


MULTIPLE TAXATION OF IN- 
TANGIBLE PROPERTY 


ROBERT C. BROWN. Michigan Law Review, 
April. 


This learned article traces the decisions 
since the famous case of First National 
Bank of Boston v. Maine in 1932, which at 
the time was thought decisively to have 
prohibited taxation of intangible property 
by more than one state. As Professor 
Brown points out, developments since then, 
and particularly within the past three years, 
lead “anyone who is opposed to multiple 
taxation of intangibles to be very pessi- 
mistic.”’ 

As a result of these later decisions, it 
would seem that intangibles are to be sub- 
jected to such taxation so long as there is 
any possible basis for claiming that two or 
more states have some relation to the 
property in question. The author submits, 
however, that it is not “judicial wisdom to 
sustain every tax imposed by any state 
without the slightest economic or practical 
justification, merely because the Constitu- 
tion does not definitely say that the particu- 
lar state cannot impose the particular type 
of tax.” To the extent that multiple tax- 
ation is avoided by restrictions on doing 
business, making investments or creating 
trusts outside the state of residence, further 
and substantial trade barriers will rise be- 
tween the different states. Economic pres- 
sure will probably force most of the states 
to follow the lead of those which by statute 
have voluntarily exempted property from 
double taxation. 

(Note: Since the above article was writ- 
ten, the Supreme Court has traveled even 
farther along the road of multiple taxation 
in the Schmidlapp case—see April issue 
Trusts and Estates, page 437—and the 
Aldrich case—see page 535 of this issue.) 


FAMILY TRUSTS AND FEDERAL 
TAXES 


GEORGE F. JAMES. 
Review, April. 


University of Chicago Law 


The advantages and dangers of creating 
trusts in the light of present trends in in- 
come and estate taxation are discussed in 
this article. The author analyzes the cases 
falling into two major periods (to some 
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Some of the Largest Estates Administered in the 
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extent overlapping). In the first period, 
Congress attempted to plug gaps in the law 
and the courts did no more if not less than 
to give effect to reasonably clear congres- 
sional intent. In the second period, the 
courts began actively to cooperate with the 
Treasury Department in carrying out the 
general purposes of the revenue code, tak- 
ing the lead in opposition to tax avoidance 
and going beyond anything that Congress 
appeared explicitly to authorize. The au- 
thor concludes with the advice that no 
trusts should be created unless two or three 
years’ income tax savings and the far from 
guaranteed chance of death tax minimizing 
are regarded as worth any disadvantages 
which might follow from the establishment 
of irreversible property settlements to tie 
the hands of the donor in the future. 


INTESTACY AND GENERAL POW- 
ERS OF APPOINTMENT 


Harvard Law Review, April. 


This note advocates that legislation 
should be enacted to the effect that except 
in cases where there are specified takers in 





THE 
NEw YORK TRUST 
COMPANY 


Capital Funds . $37,500,000 


100 BROADWAY 
MADISON AVENUE 
AND 40TH STREET 


TEN ROCKEFELLER 
PLAZA 


* 


Member of the Federal Deposit Insurance Corporation 


default, property over which an intestate 
had a general power of appointment should 
go to the intestate’s heirs or next of kin 
rather than back to the donor or his estate. 
The writer states his conclusion that a 
rationale which, for example, permits the 
exercise of the power through a general 
residuary clause, should also lead to a 
holding that the appointive property was 
part of the donee’s estate and therefore 
should pass as such. 


UNPRODUCTIVE PROPERTY—AP- 
PORTIONMENT ON DELAYED 
CONVERSION 


University of Pennsylvania Law Review, May. 


This note analyzes the decisions discuss- 
ing or applying the Restatement theory of 
apportionment of proceeds of unproductive 
property held in trust. Particular atten- 
tion is given to the cases in Pennsylvania 
and New York where the problem has 
arisen most frequently, as well as the spe- 
cial legislation enacted in New York in 
1940. The writer concludes that in the 
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ordinary case the Restatement rule has 
functioned remarkably well, but where 
salvage operations were involved, the courts 
have hesitated to apply it completely. New 
York perhaps foreshadows a general return 
to the original view in the best interests of 
the life tenant. 


FEDERAL TAXATION 
PRE-WAR DECADE 


ROSWELL MAGILL. 
March 1942. 


IN THE 
Columbia Law Review, 


Professor Magill reviews the statutory 
and judicial history of federal taxation 
from 1932 through 1941. He points out that 
while there have been many changes in the 
statutes the fundamental policies thereof 
have remained “curiously static.”” Con- 
trarily, the decisions of the Supreme Court 
during this period have developed a variety 
of major doctrines. The author then dis- 
cusses the trends in gift, estate and income 
taxation as reflected by the leading cases; 
Estate of Sanford under the gift tax, the 
Hallock decision under the estate tax, and 
the Horst, Eubank, Clifford, Douglas, and 
Higgins cases under the income tax. His 
conclusion is that the necessary amendments 
to and improvements of the revenue laws in 
the interests of equity are not likely to be 
made during the emergency, except those 
that will contribute to the Treasury. 


-ciasncianaentl enabasinciccetions 


Other Articles and Notes 


(Descriptive phrase follows titles which are not 
self-explanatory; law reviews are identified by 
reference to school or region.) 


Federal Taxation of North Carolina 
Trusts for Unborn and Unascertained Bene- 
ficiaries, by Charles L. B. Lowndes—North 
Carolina, April. 

Incorporation by Reference in New York 
Wills, by Harold L. Samuels—New York 
University, March. 


Trusts of Savings Deposits in Massachu- 
setts, by Cornelius J. Moynihan—Boston 
University, April. 

Allocation between Life Tenant and Re- 
mainderman (apportionment of stocks, divi- 
dends, rights, wasting assets, expenses, un- 
productive property proceeds, defaulted 
mortgages, etc.) —Wisconsin, March. 

Deed with Unexercised Power of Revoca- 
tion as a Will—Georgetown, March. 

Is the Statute of Uses in Effect in Ore- 
gon?—Oregon, February. 

Uniform Simultaneous Death Act in 
Pennsylvania—Temple, February. 
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Recent Legislation Affecting Fiduciaries 
Outline of New Measures of General Interest 


Kentucky 


H.B. 191: Adopts Uniform Simultan- 
eous Death Act. 

H.B. 64: Makes many changes in 
probate procedure. Full text should be 
read. 


Michigan 


Act No. 1: Where any person who is 
an heir, devisee or legatee is a resident 
of another country or in the armed ser- 
vices of the United States, so that he 
cannot take possession of his estate, the 
probate judge must appoint a trustee to 
take charge of such estate until return 
of such person or for duration of war 
and not to exceed one year thereafter. 

Probate judge may issue a license to 
sell decedent’s real estate where heirs or 
parties in interest are residents of any 
foreign country during the war, for any 
of the purposes for which real estate 
may be sold. He shall appoint a guard- 
ian ad litem for such persons. 


New York* 


Ch. 81: Where estate or trust income 
is distributable in discretion of fiduciary, 
amount of income paid or credited to 
beneficiary is now deductible in com- 
puting net income. Amount so deducted 
is includible in computing net income of 
beneficiary. 

Ch. 196: Authorizes appelate courts, 
on appeals from Surrogate Court, to 
award costs out of estate to unsuccess- 
ful parties in certain cases; e.g. will con- 
struction or where party is a fiduciary. 

Ch. 397: Where trust company acts 
as executor or administrator, interest on 
uninvested funds shall not be allowed 
and grace period of 60 days shall not 
be deemed to begin until five months 
after issuance of letters testamentary or 
of administration; nor shall trust com- 
pany allow any interest, payment of 
which is prohibited under regulations 
issued pursuant to Trading with the 
Enemy Act. 


See page 429, April, re legislation on drafted 
trustees. 


Ch. 496: Surrogate may direct un- 
successful contestant of will to pay costs 
of litigation. 


Ch. 606: Unless terms of trust pro- 
vide otherwise, premiums on bonds or 
other money obligations shall not be 
amortized. Where bond is redeemed at 
an amount in excess of purchase price, 
accretion during period held by trustee 
shall enure to principal, unless bond 
bears no rate of interest, in which case 
it goes to income. This law applies after 
Sept. 1, 1942. 


Ch. 622: No subscribing witness to 
will shall be entitled to receive any bene- 
ficial devise, legacy or interest there- , 
under unless there are two other sub- 
scribing witnesses who are not bene- 
ficiaries thereunder. (Designed to pre- 
vent circumvention of statute in manner 
permitted by Matter of Walters—April 
1941 Trusts and Estates 447). 


Ch. 688: Permits unattested holo- 
graphic wills by soldiers and sailors in 
actual service. (Formerly, New York 
did not recognize unattested holographic 
wills). 


Rhode Island* 


H.B. 576: Requires widow to file elec- 
tion to take against will within six 
months instead of one year from probate 
of will. 


S.B. 110: Executor or administrator 
with will annexed, who has power, by 
terms of will, to sell decedent’s real es- 
tate, may bring action in partition as to 
any undivided interest. 


Ch. 486: Trustee may apply to su- 
perior court in equity for allowance of 
account either by bill or petition in equ- 
ity. Procedure is set forth for notice 
to parties. 


South Carolina 


Act. 846: Executors or administra- 
tors must render accounting on first day 
after expiration of 12 months (instead 
of 11) from date appointment. 





Virginia 
S.B. 168: In computation of net in- 
come of estate or trust, fiduciary may 
deduct lawful commissions paid to it, 
bond premiums paid, and fees paid to 
Commissioners of Accounts. 


Ch. 63: Adopts Uniform Simultan- 
eous Death Act. 

Ch. 207: Bonded party may agree 
with surety to deposit money or assets 
with bank, savings bank, safe deposit or 
trust company, for safekeeping. 

Ch. 360: Where non-resident dece- 
dent leaves stocks, bonds, money or 
choses in action in this State, they may 
be paid over to personal representative 
after 90 days from decedent’s death, 
provided value of such stocks, etc., is less 
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than $1,000; otherwise transferor shall 
publish notice of intention to transfer. 

Ch. 295: Enables infant spouse to 
dispose of contingent rights in other 
spouse’s real estate, as effectually as if 
he or she were an adult. 

Ch. 412: Makes several changes in 
authorized investments for fiduciaries, 
principal ones being addition of stocks, 
bonds, notes, etc. of any electric, gas or 
water department of any political unit 
meeting certain qualifications, and 
stocks, etc. of certain finance corpora- 
tions. 

Ch. 173: Amount of collateral re- 
quired where trust funds are deposited 
in banking department is reduced by ex- 
tent to which such deposit is insured by 
the F.D.I.C. 


Debt “Repudiation” Acts Voided 


HE Governor-General in Council of Can- 

ada has disallowed three of our provin- 
cial Acts. These Acts were the Debt Pro- 
ceedings Suspension Act, 1941, the Orderly 
Payment of Land Debts Act and the Lim- 
itation of Actions Act Amendment Act, 
1941. These three Acts all hindered or 
interfered with the rights of secured cred- 
itors to realize on their security and the fact 
that the Acts have been disallowed improves 
the position of creditors in making available 
to them the remedies to which they are 
entitled by law. 

The difficulty, however, is that the Pro- 
vincial Government continues to pass other 
legislation in substitution for previous Acts 
which have been either disallowed by the 
Governor-General in Council or held by the 
Courts to be unconstitutional. That is the 
situation at the present time. At the last 
session of the Legislature, three more Acts 
were passed which have a bearing on the 
general situation. They were the Judica- 
ture Act Amendment Act, 1942, the Legal 
Proceedings Suspension Act, 1942, the Lim- 
itation of Actions Amendments Act, 1942. 

Briefly, the effect of these Acts is as fol- 
lows: 

The Judicature Act Amendment Act fixes 
a statutory period of redemption of one 
year under Court Orders made in fore- 
closure actions or actions for specific per- 
formance of Agreements for Sale unless the 
Judge sees fit, for certain reasons, to shorten 


or extend the period. The factors he is sup- 
posed to take into consideration are the 
ability of the debtor to pay, the value of 
the security in relation to the debt, and 
whether or not the debtor’s default has been 
due to causes beyond his control. 


The Legal Proceedings Suspension Act, 
which was not proclaimed until the 15th of 
April, purports to stay any actions which 
might involve the validity of the Debt Ad- 
justment Act, 1937, until after the appeal 
of the Province to the Privy Council has 
been heard. We might say in this regard 
that last Fall the Province referred to the 
Supreme Court of Canada the constitution- 
ality of the Debt Adjustment Act, and the 
Supreme Court held that the Act was ultra 
vires the Provincial Legislature. The Pro- 
vince states that it is appealing to the 
Privy Council from this decision. As soon 
as the Legal Proceedings Suspension Act, 
1942, was proclaimed it was immediately at- 
tacked in the Courts, and the Provincial 
Government decided to refer this constitu- 
tional question to the Appellate Division of 
the Supreme Court of this Province. It is 
expected this reference will be argued on 
May 26, 1942. 


The Limitation Act Amendment Act re- 
duces the period of limitation for certain 
classes of debts from ten years to six years 
and also makes provision for other matters 
which are no longer of any importance. In 
view of the disallowance of the 1941 Amend- 
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ment to the Limitation of Actions Act re- 
ferred to above, it would seem that the only 
step the Dominion Government can take is 
to disallow this Act, to be consistent with 
what it has previously done in regard to the 
former Act. 


Effect on Trust Companies 


Trust Companies are inevitably affected 
by all this legislation and any other legis- 
lation of a similar character which here- 
after may be passed to the extent that such 
legislation stands in the way of the realiza- 
tion of any secured debt. The Companies 
must consider the question from two points 
of view—firstly, in relation to any secured 
investments which they hold by way of 
assets of their own; secondly, where any 
Estates being administered by them have 
assets of a similar character and upon 
which in the ordinary course of administra- 
tion the trustee endeavours to realize. 

The objective of the Provincial Govern- 
ment is to obstruct the creditor interests 
holding secured claims against land by way 
of Mortgage or Agreement for Sale in real- 
izing on their security, and without proper 
regard to those cases where the debtor is 
no longer entitled to any consideration. 
Theoretically, the Debt Adjustment Act, 
1937, was intended to operate so as to pro- 
tect deserving debtors and to permit cred- 
itors to foreclose those who were not. Un- 
fortunately, the Act was not administered 
in this way and for that reason it was 
attacked in the Courts and, as mentioned 


above, was held to be ultra vires. The 
Provincial Government is now seeking to 
find ways and means to get around the ef- 
fect of this decision. Speaking generally, 
for the time being at least the position of 
the creditor is much better than it was 
heretofore, and the trend of the Court de- 
cisions is such that it seems as though the 
Provincial Government is going to find it 
difficult to pass legislation which will both 
be effective for the protection of undeserv- 
ing debtors and at the same time be consti- 
tutional—A Canadian Correspondent. 
—___ 9 ——______. 
Income Taxable to Beneficiary Who 
Does Not Receive It 


Where, under the terms of a trust instru- 
ment, A, the taxpayer-beneficiary, may de- 
mand the entire net income of the trust 
created by his father, the income of the 
trust is includible in the gross income of 
A even though he does not demand the in- 
come and it is accumulated primarily for 
his benefit pursuant to the terms of the 
trust instrument under a recent ruling by 
the Bureau of Internal Revenue (G.C.M. 
23164; 1942-16-11061). This result is not 
altered by the fact that the trustees are 
given discretion (when approved by a ma- 
jority of the acting trustees) to pay to the 
grantor’s wife such part of the income of 
the undistributed principal for each year 
as she shall request, by written notice to the 
trustee on or before February 1 in each 
year, be paid to her. 
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The complete roster of editors appears in June and December. 


Bar Relations — Employment of At- 
torneys by Trust Company—Engaging 
in Practice of Law 


Indiana—Supreme Court 
Groninger v. Fletcher Trust Co., 41 N. E. (2d) 140. 


The question presented in this case was 
whether the use of the trust company’s reg- 
ularly employed attorneys, rather than out- 
side attorneys employed at the expense of 
the several trusts of which the trust com- 
pany was fiduciary, constituted the illegal 
practice of law. 


The facts were stipulated. They were 
that the trust company was authorized by 
statute to act in fiduciary capacities. The 
company had in its employ three regularly 
employed attorneys admitted to practice in 
Indiana, who performed services in connec- 
tion with trusts of which it was fiduciary. 
The company did not write wills or other 
trust instruments, but on such matters only 
collaborated and advised with attorneys not 
in its employ. In litigation and on all mat- 
ters of importance involving complicated 
legal questions it retained independent 
counsel. No charge was made for services 
rendered by the regularly employed legal 
staff of the trust company. 


HELD: The facts stipulated did not 
justify a conclusion that the trust company 
was practicing law. The court indicated 
that a natural person who was not admitted 
to practice law could do the things the trust 
company did, and that the company, which 


of necessity could act only through natural 
persons, could do likewise without illegally 
practicing law. 

This case represents the second time this 
question has been before the Indiana Su- 
preme Court. The first case, State ex rel. 
Indianapolis Bar Assn. v. Fletcher Trust 
Co., 211 Ind. 27, 5 N. E. (2d) 538, was not 
decided on the merits of the charges made. 

The court cited the following cases in 
other jurisdictions as having reached the 
same conclusion upon comparable facts: 
Merrick et al. v. American Security Trust 
Co. (1940), 107 F. (2d) 271; Detroit Bar 
Ass’n v. Union Guardian Trust Co. (1938), 
282 Mich. 216, 276 N.W. 365, 281 N.W. 
432; Judd et al. v. City Trust & Savs. Bank 
et al. (1937), 183 Ohio St. 81, 12 N.E. (2d) 
288. 


0 


Distribution — Clear Interest Not 
Diminishable 


New Jersey—Court of Chancery 


Commercial Trust Company v. Kohl, 131 N. J. 


Eq. 233. 


In seeking construction of the decedent’s 
will, executor-complainants raised the fol- 
lowing questions: (1) Were income bene- 
ficiaries entitled to payments, regardless of 
sufficiency of net income, even to extent 
of invading corpus of estate, if necessary? 
(2) Where payments made, must executors 
and trustees reimburse beneficiaries for 
amount by which their income taxes in- 
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creased? (3) Is widow obligated to reim- 
burse executors for sums necessary for Fed- 
eral and State taxes? 

The Court examined the facts in order 
to arrive at the intent of the testator. 
Recognizing that the beneficiaries consisted 
of the immediate family of the decedent, 
and observing the plane on which the fam- 
ily lived during the decedent’s lifetime, 
taken together with the other pertinent 
facts, the Court concluded that the funds 
provided for the beneficiaries were not to be 
impaired. 

HELD: The gifts were fixed and the 
order and direction to pay them was abso- 
lute. “A clear gift in one clause cannot be 
taken away or cut down by doubtful ex- 
pressions in another clause, but only by 
expressed words or by clear implication.” 
The beneficiaries were entitled to payments 
as directed. 

Regarding the questions pertaining to 
taxes, the Court having found that specific 
directions that the benefactions for the de- 
cedent’s wife and child were to be tax-free, 
concluded that the decedent intended that 
the taxes should be paid by the estate. 


a 


Distribution — Proper for Executor 


to Set Off Barred Debts Against Dis- 
tributive Shares of Debtors 


Illinois—Supreme Court 
Fleming v. Yeazel, 379 Ill. 343. 


Decedent in her will directed that her es- 
tate be divided into nine equal shares, one 
to each of nine legatees. Two of the lega- 
tees were indebted to decedent on promis- 
ory notes that had been barred by the stat- 
ute of limitations. The executor petitions 
the court for permission to deduct the 
amount of these notes from the distributive 
shares of the obligors. 

HELD: The statute of limitations bars 
the remedy only. It does not extinguish 
the obligation. One should not be permitted 
to share in a fund until he has discharged 
his obligation to that fund. To allow the 
obligors to escape payment of the debt and 
to obtain their full distributive shares of 
the estate in addition, would defeat dece- 
dent’s intent to have equal distribution. The 
executor should deduct the amount of the 
indebtedness from the distributive shares 
of the obligors. 


ccenienapntincanianiiliaetaemessiatiiaty 


The rule against perpetuities has been held by the 
New York Court of Appeals not to apply to insur- 
ance settlements. Digest will appear next month: 
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Individual and Corporate Fiduciary— 
One Trustee Acting Without Consult- 
ing Co-Trustee 


Illinois—Appellate Court 


Pank v. Chicago Title and Trust Company, 314 Il. 
App. 53. 


Decedent left his property in trust, nam- 
ing his widow and the trust company as co- 
trustees, and his widow and daughter as 
beneficiaries. Part of the assets of the 
trust was preferred and common corporate 
stock, the trust giving the right to the trus- 
tees “to retain *** any shares of capital 
stock *** which I may own at the time of 
my death ***,” and also directing the trus- 
tees to invest surplus cash in first mortgage 
real estate securities. 

Pursuant to a reorganization, the pre- 
ferred stock was to be converted into com- 
mon stock of the same corporation and the 
trust company, without consulting the co- 
trustee, exercised the conversion privilege. _ 
The beneficiaries contend that this was a — 
breach of trust and seek to recover the dif- 
ference between the value of the preferred 
stock as of the date of conversion and the 
amount later realized upon the sale of the 
common stock received pursuant to the con- 
version. 

Although the co-trustee was out of the 
country at the time of the conversion, there 
was sufficient time prior to her departure 
in which the matter could have been dis- 
cussed with her by the trust company. The 
trust company at various times wanted to 
sell all of the stock but the co-trustee would 
not agree. After the conversion the trust 
company sent statements and vouchers to 
the co-trustee which indicated the change 
in the stockholdings. 

It also sent her income checks as a bene- 
ficiary from dividends on the stock. The 
trust company intended to sell the common 
stock after the conversion and make a profit, 
but the co-trustee would not agree. The 
co-trustee participated in the conversion 
with some of her own stock and continued 
to hold the common stock she received. She 
indicated that she thought well of the stock 
and did not think well of mortgages. 


HELD: The rule that a trustee must ex- 
ercise only the care and judgment of rea- 
sonably prudent men in the handling of their 
own affairs is not strong enough. A trus- 
tee must exercise the highest good faith for 
the interest of the beneficiary, but he is not 
responsible for minor errors of judgment 
or mistakes. In exchanging the stock the 
trust company came within this rule. The 
exchange and failure to sell was not a breach 
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of trust, but was in conformity with the 
view of the co-trustee, although the co-trus- 
tee should have been consulted. The bene- 
ficiaries could not have complained if the 
co-trustee had agreed to the conversion and 
inasmuch as the trust company carried out 
what would have been the co-trustee’s wish- 
es, the beneficiaries can not now complain 
of the trust company’s failure to obtain the 
consent of the co-trustee. 
Qe 
Investment Powers — Clause Direct- 
ing Trustee to Invest in “Interest 


Bearing Securities” 


Massachusetts—Supreme Judicial Court 
Poor v. Poor, 1942 A.S. 671; April 1, 1942. 


Objections were made to the allowance of 
a trustee’s account on the ground that cer- 
tain shares of stock held by the trustee 
were in violation of the requirement that 
the trustee invest in “interest bearing secur- 
ities.” The investments were otherwise un- 
objectionable. Clause Fifth (A) of the 
will provided that the trustees should hold 
one-half the residue, “keeping the same in- 
vested in good, safe, interest bearing secur- 
ities so as to produce an income.” An 
earlier part of the will, Clause First, by 
which the trustees were appointed, con- 
ferred upon them full power to sell, etc., 
and “to invest the proceeds in such other 
real and personal estate as may seem to 
them prudent,” and to change from personal 
to real, and vice versa. Also Clause Sev- 
enth gave the executrix or executor the 
power in distributing the estate to the 
parties finally entitled to do it by transfer- 
ring “such stock or other securities.” The 
major portion of the estate as turned over 
to the trustees by the executrix consisted 
of four blocks of stocks owned by the testa- 
tor. One of the trustees, the daughter of 
the testator, testified that her father had 
told her never to part with a certain rail- 
road stock. 


HELD: Considering the will as a whole, 
the testator did not intend by the use of the 
words, “interest bearing securities,” to ex- 
clude “good; safe” shares of stock. The 
court said that evidence of what the testa- 
tor said, could not be received to control 
or contradict the language of the will, but 
did have some bearing on the circumstances 
surrounding the testator. The court further 
said that the intention of the testator gov- 
erned, even though .opposed to some words 
of the will; and that the general intention 
controls any particular intention, especially 
when the latter relates to the manner in 
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which the former is to be effectuated. The 
rule that of two repugnant provisions the 
later governs is a highly conventional rule 
and should be resorted to only when a 
scrutiny of the whole fails to reveal the 
testator’s intent with reasonable certainty. 
a 
Life Tenant and Remainderman — 
Apportionment of Proceeds of Mort- 
gage Foreclosures—Rule Where Life 
Tenant Dies Before Sale For Cash and 
Mortgage 


Massachusetts—Supreme Judicial Court 
McKechnie v. Springfield, 1942 A. S. 778; April 
6, 1942. 


The question in this case was as to the 
apportionment between capital and income 
of the proceeds of the sale of real estate 
acquired by the trustee through the fore- 
closure of a mortgage. The mortgage be- 
came in default April 1, 1934, was fore- 
closed in 1935; and the property was sold 
at a considerable loss in May, 1939. The 
life tenant died shortly before the sale. The 
sale was not a cash sale. The trustee re- 
ceived a small amount of cash, and a pur- 
chase money mortgage for the balance. The 
cash received was insufficient to cover the 
foreclosure expenses and the net deficit in- 
cident to the previous carrying of the prop- 
erty. 

The first question was whether the ap- 
portionment rule of Springfield Safe De- 
posit & Trust Co. v. Wade, 305 Mass. 36 
(see Feb. 1940 Trusts and Estates 223), 
applied where the life tenant died before 
the property was sold, or whether the case 
was governed by Ogden v. Allen, 225 Mass. 
595, which denied apportionment under 
those circumstances. 

HELD: The proceeds should be appor- 
tioned under the rule in the Wade case. In 
making the decision the court excluded from 
consideration the fact that in the Ogden 
case the property was unproductive at the 
inception of the trust, and rested its de- 
cision largely on the changed conditions as 
to values, particularly mortgages, since 
1929. 

This decision raised a second question. 
Since in this case the trustee did not re- 
ceive cash, but only a new mortgage, ap- 
portionment could not be made except by 
selling other capital assets in order to raise 
the necessary money. 


HELD: In the absence of evidence that 
the new mortgage was a proper trust invest- 
ment rather than one taken by necessity 
in order to make a sale, the salvage oper- 
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ation was still incomplete, and the actual 
apportionment should be delayed until it 
was completed. (Note: Another fact in this 


case was that about 20% of the assets of 
the trust consisted of a block of similar 
fereclosed properties awaiting sale.) 


—$$$— 9 


Powers — Appointment — Exercise 
by Pre-Executed Will — Termination 
of Trust by Merger—Disposition of 
Accumulated and Accrued Income on 
Life Tenant’s Death 


Wisconsin—Supreme Court 
Horlick v. Sidley, decided May 5, 1942. 


In 1932 William Horlick created a fifteen- 
year trust in personal property, naming 
himself as trustee and his daughter and 
two sons as income beneficiaries and ulti- 
mate takers of the corpus in equal shares 
at the close of the fifteen-year period. The 
trust instrument provided that if any pri- 
mary beneficiary died during such period, 
his share of the corpus should be held for 
his issue if any, otherwise for such person 
as he might by his last will appoint, and 
that in default of such appointment his 
share should go to the surviving child or 
children and issue of any deceased child of 
the settlor. It was further provided that 
upon the death of any primary beneficiary 
during the fifteen-year period, the income 
“which would have been paid” to him 
should “from the time of the death” of such 
beneficiary be paid to the person succeeding 
to his share of the corpus. 

The settlor reserved the right to appoint 
successor trustees, and there was conferred 
on both the original and successor trustees 
the power to terminate the trust at any 
time. By an instrument executed in 1935 
the settler appointed as trustees, to succeed 
himself upon his death, the three primary 
beneficiaries themselves, and they succeeded 
to the office upon the settlor’s death in 1936. 
Neither the original nor the successor 
trustees ever took any steps to terminate 
the trust. 

The daughter and one son died in 1938 
and 1940 respectively. The daughter left 
issue but the son did not. The son left a 
will which he had made prior to the creation 
of the trust, wherein he simply left the 
residue of his estate to the survivor of his 
father and mother, brother and sister. In 
1937 he executed a codicil for the sole pur- 
pose of changing executors, but with an 
added clause confirming the will except as 
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to such change. Upon his death in 1940 his 
brother, as surviving residuary legatee un- 
der the will, claimed that the will consti- 
tuted an exercise of the power of appoint- 
ment in his favor. A Wisconsin statute 
provides that “lands” embraced in a power 
to devise shall pass by a will purporting to 
convey all the real property of the testator 
unless a contrary intention appears ex- 
pressly or by necessary implication. 

At the time of the death of the daughter 
the trustee had on hand a large amount of 
income of her share of the trust, and there 
was also certain additional income accrued 


. but not yet due at the date of her death. 


Her son claimed that he, as next taker of 
the corpus of his mother’s share, was en- 
titled to the accumulated and accrued in- 
come upon such share. 

The executors of the wills of the deceased 
son and daughter took the position that the 
trust had automatically terminated by 
merger when, in 1936, the three sole bene- . 
ficiaries became also the trustees with ex- 
press power to terminate the trust. 

In a proceeding for instructions, 


HELD: 1. Although the settlor’s son 
executed his will prior to the creation of 
the trust, such will speaks as of the day of 
his death and constitutes an exercise of the 
power of appointment. If there were any 
doubt upon the point, the execution of the 
codicil in 1937, expressly reaffirming the 
will at a time when the power of appoint- 
ment was in existence, would constitute a 
clear exercise of the power. The old com- 
mon law rule that a power of appointment 
is not exercised unless the intent to exercise 
it is clear, has been repudiated in many 
jurisdictions without the aid of any statute; 
and where, as in Wisconsin, a statute has 
been enacted overturning that rule as to 
lands, the same policy should be extended 
by the court to personalty so as to avoid the 
unfortunate consequences of having differ- 
ent rules for different kinds of property. 

2. Both under the terms of the trust in- 
strument and under applicable rules of law, 
the income on hand and accrued at the 
date of the death of the settlor’s daughter 
belongs to her estate. There is no basis 
for treating the income as a defeasibl 
vested interest, particularly in view of tHe 
established practice of the trustee to permit 
income to accumulate in large amounts be- 
fore making distribution. Such result is, in 
addition, compelled by the terms of the 
trust instrument itself, which, in disposing 
of the income “which would have been 
paid” to the deceased beneficiary, further 
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defines it as the income “from the time of 
the death” of such beneficiary. 

3. The doctrine of termination of trusts 
by merger is properly applicable only where 
there is a single trustee who is also the 
sole beneficiary. In the present case, the 
three beneficiaries held the trust property 
jointly as trustees but severally as bene- 
ficiaries, so that there was not a complete 
merger of interest. Furthermore, to hold 
that the trust terminated automatically 
would be contrary to the plain intention of 
the settlor when he made the power of 
termination discretionary in the trustees. 
Hence there was no termination by merger. 


—_——<\_—_Q—__——_- 
Powers — Appointment — Perpetui- 
ties—Conflict of Laws 


New York—Appellate Division (2nd Dept.) 


City Bank Farmers Trust 
N. Y. L. J., April 21, 1942. 


Company v. Meyn, 


The Appellate Division has unanimously 
reversed the holding at Special Term as re- 
ported in July 1941 Trusts and Estates 108. 

A settlor residing in Washington, D. C., 
created an inter vivos trust with a New 
York trustee reserving the income to him- 
self for life, and provided that the income 


was thereafter to go to his sister for her 
life, with remainder to the appointees by 
will of the sister. It was provided that the 
exercise of the power might be “in trust 
or otherwise” as the sister might “direct 
by her last will and testament duly ad- 
mitted to probate or otherwise duly estab- 
lished according to the laws of the state or 
country of which she may be a resident at 
the time of her death.” The trust instru- 
ment further provided that “the provisions 
of this agreement shall be construed and 
its operation and effect regulated by the 
laws of the State of New York.” The sis- 
ter was domiciled in the District of Colum- 
bia at the time of her death and by her will 
the New York rule against perpetuities. 

HELD: That the validity of the exercise 
of the power of appointment was governed 
by New York law; and that the reference 
to the laws of the state or country of which 
the donee might be a resident at the time of 
her death merely required that the ap- 
pointment be made by a will which would 
be admissible to probate in such state or 
country. The Court also determined that 
there should be a marshalling of assets so 
that the appointive property would be avail- 
able for debts, administration expenses and 
outright legacies payable out of the estate 
of the donee of the power. 


TRUSTS and ESTATES—May 1942 


Powers — Limitations — Action to 
Revoke or Modify Trusts—Parties— 
Virtual Representation of Contingent 
Remainderman 


California—District Court of Appeal 
Mabry v. Scott, 51 A. C. A. 379 (Apr. 15, 1942). 


William Garland in March, 1931, created 
a trust with defendant. Title Insurance and 
Trust Company, as Trustee, the net income 
up to $1,250 per month to be paid to his 
wife, Alzoa. Additional income payments 
apparently went to Alzoa or upon her death 
or at the direction of the Trustor to their 
then living issue, in amounts commencing 
at $500 per month and increasing to $1,250 
per month over a twenty-year period; re- 
mainder of the income to the Trustor. Trust 
was to terminate on death of last survivor 
of William, Alzoa and their four children 
(minors) and was then to go to the issue of 
the four children, or to their spouses, or to 
William’s heir. 

In July, 1931, Alzoa obtained a divorce 
from William and married one Scott. There- 
after William married Grace Hoyt. A 
daughter, Jane, was born of this marriage. 

In 1936 William brought suit to cancel 
the trust for fraud (later changed to mis- 
take as to amount of income, etc.), naming 
as parties, Alzoa, the four children and the 
Trustee. A compromise was agreed on be- 
tween the parties (William’s presumptive 
heirs and a guardian ad litem for unborn 
contingent remaindermen had now got into 
the suit), all joining in a petition to the 
court to compromise the litigation. Court 
approved compromise by which William and 
Alzoa were to receive $60,000 each from the 
trust, the four minor children (who got 
no present income under the original trust) 
received 25% of the income, and the re- 
maining 75% went equally to plaintiff and 
Alzoa, payable to them or their assigns un- 
til termination of the trust, that date being 
apparently as it was before, namely, death 
of last survivor of the six primary parties. 

Trustee appealed, contending court had 
no jurisdiction to modify the trust, because 
unborn contingent remaindermen, adversely 
affected by the modification, were not repre- 
sented. Judgment affirmed. 


HELD: (inter alia) Unborn contingent 
remaindermen (grandchildren of William 
and Alzoa) were virtually represented by 
their living children, even though as a re- 
sult of the compromise the latter received 
income not provided for by the original 
trust. Fact that $120,000 in cash was taken 
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from principal which would have gone to 
contingent remaindermen does not inval- 
idate the compromise. Basis of holding 
seems to be that in absence of collusion or 
conspiracy and of manifest disadvantages 
to remaindermen, the living children are 
not disqualified. On representation of un- 
born remaindermen, Court cites Sec. 182, 
Restatement, Property. 

As to whether Trustee in and of itself 
represented contingent remaindermen, 
Court does not decide, but indicates that it 
might, citing Note 120 A.L.R. 886. 

The result was not affected by a fact 
brought to attention of Court after hearing 
in lower court that William, who died in 
1940, had assigned and willed his rights 
under the compromise to his second wife 
and his child, Jane. This gave these per- 
sons an interest adverse to contingent re- 
maindermen, but the latter were represented 
by the other four children. ; 


ee 


Taxation — Estate — Property Re- 
ceived Under A Compromise Settle- 
ment By Persons Under A Power of 
Appointment Is Includable 


United States—Supreme Court 


Helvering v. Safe Deposit & Trust Co., 86 L. ed. 
Adv. Ops. 851, April 13, 1942. 


A brother and sister of a donee of a gen- 
eral power of appointment claimed property 
under a purported exercise of the power in 
their favor. The appointment was claimed 
to be invalid since exercised by a will of 
the donee who had not attained his majority 
before he died. After the State Court had 
held the appointment invalid, the appointees 


535 


in a compromise settlement received cer- 
tain property. 

HELD: The State Court’s approval of 
the compromise settlement superseded the 
decision on invalidity, and the property re- 
ceived under the compromise settlement 
passed under an exercise of the power, cit- 
ing Lyeth v. Hoey, 305 U. S. 196. The 
Court also held that the mere existence of 
an unexercised general power of appoint- 
ment was not sufficient to require inclusion 
of property in the estate of the donee of 
the power. 

a 
Taxation — Estate — State May Im- 
pose Death Tax Upon Transfer of 

Stock of Domestic Corporation Owned 

By Non-Resident Decedent 


United States—Supreme Court 


State Tax Commission of Utah v. Aldrich, 86 L. 
ed. Adv. Ops. 911, April 27, 1942. 


The Supreme Court has held that a State 
may, consistent with due process, impose ° 
a tax upon a transfer by death of stock 
of a domestic corporation held by a non- 
resident decedent, even though the certifi- 
cates were held outside the state at the 
decedent’s domicile and the corporation had 
relatively small activities in the state and 
maintained transfer agents outside the 
state. First National Bank v. Maine, 284 
U. S. 312, was specifically overruled; and 
Curry v. McCanless, 307 U. S. 357, fol- 
lowed. 

(Ed. Note: An article discussing this 
case and other recent decisions permitting 
multiple taxation is being written for 
Trusts dnd Estates by Professor Robert C. 
Brown of Indiana Law School.) 
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